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FOREWORD 


This  study  was  performed  hy  the  Logistics  Department  of  the  Research 
Analysis  Corporation  to  assist  mobilization  planners  of  the  US  Army  Materiel 
Command  in  improving  their  methods  for  choosing  among  alternative  means 
'or  retaining  production  capability  for  future  use  during  national  emer¬ 
gencies.  The  work  was  sponsored  by  the  US  Army  Materiel  Command,  Directorate 
of  Requirements  and  Procurement,  Industrial  Preparedness  Division. 

The  methodology  developed  in  this  study  provides  the  Army  with  a 
two-phase,  economically  based  procedure  for  performing  a  systematic  analysis 
of  all  possible  retention  alternatives  that  should  he  considered.  The 
first  phase  consists  of  a  preliminary  evaluation  to  verify  the  need  for 
retaining  the  line  and  to  quickly  screen  alternatives.  The  second  phase 
Is  the  application  of  a  formal  economic  analysis  to  the  alternatives 
remaining  after  the  initial  screening.  Complete  documentation  and  instruc¬ 
tions  for  use  of  the  methodology  by  Amy  personnel  axe  included  in  the 
report. 


Lee  S.  Stoneback 

Head,  Logistics  Department 
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SUMMARY 


PROBLEM 

The  basic  problem  addressed  by  this  study  is  to  provide 
mobilization  production  planners  at  Arny  Materiel  Command  levels  with 
an  improved  method  for  analyzing  and  selecting,  from  among  all  possible 
alternatives  for  retaining  production  capability,  the  most  desirable 
alternative  for  meeting  mobilization  production  requirements  when  an 
operating  production,  line  that  contains  government-owned  equipment 
is  about,  to  be  shut  down.  The  improved  method  must  be  based  primarily 
upon  the  inclusion  of  economic  factors  and,  because  of  the  current 
restrictions  on  the  defense  budget,  be  formally  recorded  to  act  as  a 
means  of  justification  and  documentation  of  the  selection  made  for 
review  by  higher  levels  of  authority.  Additionally,  due  to  the  lack 
of  continuous  exposure  of  AMC  personnel  to  deactivation  and  reactivation 
of  facilities  for  mobilization  purposes. and  because  of  the  cyclical  nature 
of  this  activity,  the  method  developed  should  be  as  straightforward  as 
possible  and  be  well-documented  in  easy-to-follow  steps  to  facilitate 
application. 

FACTS 

Mobilization  production  requirements  in  the  past  have  been 
satisfied  by  some  combination  of  reserve  stockpiles  of  end  iters,  and 
by  retention  or  "layaway”  of  government-owned  production  capability  in 
one  of  three  types  of  layaway  packages.  Other  alternatives  exist  that 
may  be  less  costly  to  the  government  but  have  not  been  given  formal 
and  proper  consideration.  Decisions  for  initiating  layaway  actions 
have  been  made  without  a  thorough  economic  justification,  and  on  a 
basis  that  did  not  provide  documentation  of  the  analysis  sufficient 
to  satisfy  approval  authorities  of  the  soundness  of  the  decision. 

Current  procedures  for  requesting  authorization  and  funding 
approval  for  layaway  packages  have  no  provision  for  a  formal  economic 
comparison  of  all  types  of  layaway  and  other  possible  alternatives  for 
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retention  «f  mobilization  production  capability,  although  they  do  include 
an  estimate  of  the  extent  and  some  costs  of  the  chosen  -type  of  layaway. 
Procedures  for  making  an  economic  analysis  for  proposed  investments  do 
exist  at  all  military  levels,  and  somewhat  different  methods  are  widely 
used  in  industry.  However,  existing  regulations  pertaining  to  layaway 
requests  do  not  explicitly  require  the  application  and/or  adaptation 
of  existing  methods  of  economic  analysis  for  justifying  layaway  lines. 


DISCUSSION 

Approach 

The  approach  taken  in  this  study  has  been  to  identify  the  short¬ 
comings  in  the  current  method  for  justifying  layaway  lines;  to  review 
and  evaluate  military  and  industry  methods  for  selecting  among  alter** 
native  investments;  to  develop  a  concept  for  performing  economic  analysis 
suitable  to  the  problem  at  hand;  and  to  develop  the  forms  and  instructions 
necessary  for  implementation  of  the  methodology  by  the  Amy  Materiel 
Command. 


Assumptions 


The  major  assumptions  of  the  study  are  the  following: 

(a)  Each  production  package  proposed  for  retention  by  layaway  or 


other  method  will  be  subject  to  a  separate  application  of  the  method, 

(b)  All  numerical  data  used  in  the  economic  analysis  will  be 


considered  to  be  deterministic.  That  is,  the  effects  of  probabilistic 
variations  or  other  uncertainties  in  cost  estimates  or  requirements 
will  not  be  considered  in  performing  conputations  due  to  the  complexity 
they  would  add  to  the  analysis. 

(c)  Mobilization  requirements  for  the  item(s)  to  be  produced  are 
assumed  to  be  valid  and  as  officially  stated  in  the  Army  Materiel  Plan 
or  on  AMD  Form  1446,  as  will  be  the  case  for  non-nuclear  ammunition. 

(d)  The  time  period  to  be  used  for  economic  comparison  purposes 
will  be  the  portion  of  the  life  cycle  of  the  end  Item(s)  to  be  produced 
that  coincides  with  the  retention  of  "the  end  item  in  the  Arsy  supply 
system  as  a  preferred  item.  That  is,  the  end  item  will  be  -type  classified 
Standard  A,  and  will  be  considered  for  further  procurement. 

In  addition  to  the  above  assumptions,  several  constraints  were 
imposed  on  the  study  effort  by  the  sponsor  with  a  view  toward  keeping 
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the  improved  methodology  simple,  to  continue  manual  analysis  for  retention 
recommendations  and  to  maintain  as  many  existing  procedures  as  would  be 
compatible  with  solving  the  problems. 

Scope  and  Limitations 

This  study  concentrated  on  identifying  the  factors  to  be  considered 
in  a  production  capability  retention  situation  and  developing  a  means 
for  relating  and  analyzing  these  factors  manually.  No  attempt  was  made 
to  optimize  overall  mobilization  planning  or  to  develop  computerized 
methods  because  these  subject  areas  have  been,  or  will  be  covered  in 
other  DOD  or  Arcy  sponsored  studies. 

The  scope  of  this  study  did  not  include  examination  of  the  reason? 
for  shutdown  of  an  operating  production  line,  nor  did  it  consider  trade¬ 
offs  between  costs  of  stockpiling  end  items  versus-  retaining  production 
equipment.  Storage  and  funding  problems  were  also  excluded  from  the 
area  of  the.  study.  The  charge  by  the  sponsor  did  not  include  any  test 
of  the  proposed  methodology  or  detailed  description  of  changes  in  policy 
or  revision  in  regulations  that  would  be  required  to  implement  the  new 
methods.  It  is  also  expected  that  application  of  the  proposed  methods 
will  be  limited  to  only  those  1900  end  items  for  which  Headquarters, 

Army  Materiel  Command,  and  the  Office  of  the  Deputy  Chief  of  Staff  for 
Logistics  have  agreed  that  mobilization  planning  will  be  conducted. 

Due  to  the  stated  purpose  of  the  improved  method  its  application  will 
be  required  only  for  those  of  the  1900  items  whose  production  base 
contains  some  government-owned  equipment. 


CONCLUSIONS 

The  methodology  developed  in  this  study  provides  the  Army  with  a 
detailed,  two-phase  procedure  for  performing  a  systematic  analysis  of 
all  possiole  retention  alternatives  that  should  be  considered  when  a 
production  line  expected  to  be  reactivated  in  the  event  of  mobilization 
is  about  to  be  shutdown.  The  first  phase  consists  of  a  preliminary 
evaluation  to  verify  the  need  for  retaining  the  line  and  to  quickly 
screen  alternatives,  using  a  standardized  sequential  list  of  questions, 
to  eliminate  those  that  are  infeasible.  The  second  phase  is  the 
application  of  a  formal  economic  analysis,  primarily  cost  oriented,  to 
the  alternatives  remaining  after  the  initial  screening.  Both  phases 
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are  heavily  documented  and  are  designed  to  be  self -explanatory  to 
personnel  not  thoroughly  familiar  with  the  subject  area.  Both  phases 
will  also  provide  a  written  record  of  the  analysis  for  use  as  justifi¬ 
cation  and  documentation  of  the  resulting  recommendation  to  higher 
authority.  The  methodology  also  permits  explicit  compliance  with 
regulations  which  require  that  an  economic  analysis  be  performed  in  the 
selection  of  a  layaway  line.  It  was  not  possible,  however,  to  reduce 
the  analysis  to  a  simplified  rule  or  technique  due  to  the  many  factors 
involved  in  a  retention  decision. 


METHODOLOGY  FOR  AN  ECONOMIC  ANALYSIS 
TO  IMPROVE  JUSTIFICATION  FOR  RETENTION 
OF  MOBILIZATION  PRODUCTION  CAPABILITY 
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Chapter  1 
INTRODUCTION 


BACKGROUND 

At  various  tines  in  the  past,  and  particularly  during  the  post- 
conflict  periods  following  World.  War  II  and  Korea  and  in  the  current 
Vietnam  slowdown,  the  Arty  has  shut  down  operating  production  lines 
consisting  wholly,  or  in  part,  of  government-owned  IRE.  These  shutdowns 
have  resulted  from  normal  contract  expiration,  termination,  or 
cancellation.  At  such  times  decisions  have  had  to  be  made  as  to 
whether  and  in  what  manner  the  production  capability  represented  by 
the  government-owned  equipment  should  be  retained  or  laid  away  for 
possible  future  reactivation. 

The  purpose  of  Army  industrial  preparedness  or  mobilization 
planning  is  to  "insure  that  the  facilities  and  required  industrial 
plant  equipment  (HE)  are  either  on  hand  or  attainable  within  an 
acceptable  time  frame." 

As  described  in  Any  Field  Manual  38-7,  mobilization  planning 

"assumes  the  outbreak  of  a  limited  or  general  war  at  some  time  in  the 

future.  The  target  date  toward  which  this  planning  is  oriented  is 

called  M-Day,  or  mobilization  day  (B-Bay  coinciding).  On  this  day, 

two  sets  of  programs  are  set  in  motion:  First,  the  military  forces 

in  combat  theaters  will  begin  to  consume  materiel  at  intensified 

combat  consumption  rates.  Second,  the  mobilization  production  base 

will  be  activated  and  will  begin  to  produce  the  additional  materiel 

o 

required  to  replace  combat  losses."*- 

Mobilization  planning  con  provide  for  post  K-Day  requirements  in 
two  ways.  It  can  build  up  and/or  retain  a  mobilization  production  base 
of  specified  capacity,  or  it  can  stockpile  in  mobilisation  reserves 
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sufficient  supplies  and  equipment  (called  D  to  P  stock)  to  support  the 
post  M-Day  forces.  Usually  a  confcinatioa  of  these  two  approaches  is 
used,  depending  on  the  type  of  commodity  or  equipment.  Stockpiling  is 
the  more  costly  of  the  two  approaches  hut  it  insures  the  availability 
of  required  items. 

The  mobilization  production  base  is  usually  established  by 
retention  in  reserve  status  or  “layaway"  of  individual  items  of  govern¬ 
ment-owned  IPE,  or  even  complete  industrial  facilities,  that  are 
essential  for  mobilization  production  but  are  not  needed  to  meet  current 
peacetime  requirements.  There  are  several  types  of  layaway.  Equipment 
nay  be  maintained  at  a  government  or  contractor’s  plant  in  a  high  state 
of  readiness  (active  base  package).  It  cay  be  given  limited  preservation 
and  remain  in  place  in  the  plant,  requiring  only  deprocessing,  hookup, 
and  tum-en  (standby  line).  It  may  be  preserved  for  long-term  storage 
end  stored  at  the  plant  site  or  removed  to  a  nearby  or  central  storage 
point  (package  plant).  Combinations  of  these  methods  of  layaway  are 
also  used. 

Production  equipment  may  also  be  retained  as  part  of  the  mobili¬ 
sation  production  base  by  selling  or  leasing  equipment  not  currently 
needed  to  contractors,  with  the  proviso  that  it  be  returned  to  government 
use  within  prescribed  limits  in  the  event  of  a  national  emergency. 

Several  other  lesser-used  alternatives  exist  for  retaining  production 
capability  for  mobilization  purposes.  All  the  alternatives  presently 
considered  by  the  Army  for  retention  purposes  arc  listed  below.  Their 
inherent  conditions,  advantages  and  limitations  are  described  in  App  A. 

Alternatives  for  retention  of  production  capability: 

1.  Sale  cf  IPE  to  current  contractor,  with  national  security 

clause 

2.  pease  of  IPE  to  current  contractor,  with  national  security 

clause 

3-  Rent  f ree/naintenance  exchange  with  current  contractor 

4.  Sale  of  IFE  to  another  producer,  with  national  security 

clause 

5.  Lease  of  HE  to  another  producer,  with  national  security 
clause 


6.  Rent  free/ maintenance  exchange  vith  another  producer 

7.  Active  base  layaway 

8.  Standby  layaway 

9*  Package  plant  layaway 

10.  Some  combination  of  two  or  more  types  of  layaway  or  sale 

or  lease 

11.  Government  leasing  of  contractor-owned  equipment 
PROBLEMS 

When  a  decision  has  been  made  to  close  a  production  line  consisting 
wholly  or  in  part  of  government-owned  IFE,  the  Commanding  General,  U.  S. 
Amy  Materiel  Command  (CG,  USAMC)  must  make  a  recommendation  as  to 
whether  there  is  a  need  to  retain  that  production  capability  under  AMC 
control  for  later  reactivation,  either  before  or  after  M-Day,  to  renew 
production  of  the  items  produced  by  that  line.  In  the  event  that  there 
is  a  future  need,  all  the  alternatives  listed  above  and  discussed  in 
App  A  are  open  to  the  Arny  as  a  means  of  retaining  the  desired  production 
capability.  With  defense  budgets  currently  being  reduced,  the  0G,  AMC 
cast  be  able  to  justify  and  document  his  selection  of  an  alternative 
for  review  and  approval  by  higher  authority.  The  selection  must  have  a 
sound  economic  basis  that  is  consistent  with  planned  mobilisation 
requirements  and  the  budgetary  environment.  This  is  of  particular 
importance  when  some  type  of  layaway  is  the  alternative  selected  because 
layaway  action  must  be  approved  at  the  Assistant  Secretary  of  Defense 
level.  The  reason  for  the  high  level  approval  is  that  it  is  POD  policy 
to  maintain  government  ownership  of  the  means  of  production  at  the 
minimum  level  necessary  to  satisfy  mobilisation  requiremerts. 

Documentation  for  requesting  approval  of  layaway  packages 
currently  involves  use  of  only  two  forms: 

(U  Format  A  is  a  layawsy  package  fact  sheet  used  to  request 
authorisation  for  a  project  from  higher  level  authorities  (see  App  B). 

(2)  Exhibit  P-17  (Parts  I  &  H),  Leyaway  and/or  Redistribution 
Project  RG3  CSC-LD-1126  (Rl) .  is  used  to  request  funding  for  a  project 
(see  App  B). 

The  deficiencies  found  in  these  forms  were  of  primary  importance 
to  the  development  of  the  methodology  described  in  this  report. 
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Discussions  with  several  of  the  AMC  major  s  ibordinate  commands  and  the 
higher  levels  of  authority  indicated  that  applicable  procedures  for 
these  forms  were  closely  followed.  However,  these  present  procedures 
start  with  the  premise  that  a  layaway  package  is  necessary  and  should 
be  requested.  They  contain  no  indication  that  all  other  alternatives 
were  considered  prior  to  the  decision  for  a  layaway,  nor  .is  there  any 
indication  as  to  how  the  command  arrived  at  the  layaway  decision.  There 
is  no  provision  in  either  Format  A  or  Exhibit  P-17  for  a  formal 
comparison  of  candidate  alternatives  that  would  help  justify  a 
recommendation  on  an  economic  basis.  The  present  forms  only  request 
approval  for  a  layaway  action,  indicate  its  location  and  extent,  and 
substantiate  the  cost  involved. 

It  was  apparent  from  the  review  of  the  present  procedures  for 
requesting  layaway  approvals  that  what  is  needed  is  a  formal  method  for 
comparing  and  analyzing  all  the  possible  alternative  means  by  which  an 
AMC  command  could,  retain  production  capacity  for  mobilisation  production 
purposes.  In  addition,  this  method  should  have  an  economic  basis  that 
would  serve  to  adequately  identify  and  assess  applicable  costs  and 
possible  differences  in  benefits  to  justify  the  decision  and  also 
provide  a  written  record  of  the  justification  procedure  for  any  required 
higher  level  reviews. 

An  additional  problem  is  that  reactivation  and  deactivation  of 
production  facilities  is  an  unscheduled  cyclical  activity  which  occurs 
primarily  during  periods  of  conflict.  Personnel  of  the  AMC  are  therefore 
not  continually  exposed  to  this  type  of  activity.  This  situation  requires 
that  any  method  developed  for  selecting  alternatives  be  as  straightforward 
as  possible  and  be  well-documented  in  easy-to-follow  steps  to  facilitate 
application. 

The  problem  facing  AMC  reduces  itself  to  essentially  one  question: 
How  may  the  choice  between  retention  alternatives  that  will  meet  future 
mobilization  production  requirements  be  made  cn  the  basic  of  sound 
economic  analysis  and  best  be  documented  for  higher  level  review? 

OBJECTIVES 

The  above  question  posed  two  primary  objectives  for  the  study: 
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(1)  Develop  an  improved  economic  analysis  method  for  use  by 
mobilization  planners  at  AMC  to  compare  and  select  in  a  relatively 
routine  fashion,  from  among  all  possible  retention  alternatives,  the 
one  that  will  best  satisfy  future  mobilization  production  requirements. 
Prepare  detailed  forms  and  instructions  and  recommendations  for  implemen¬ 
tation  of  the  proposed  method.  Forms  and  procedures  should  be  well- 

documented  and  designed  for  ease  of  application. 

(2)  Attempt  a  reduction  of  the  economic  analysis  method  to  a 
simplified  rule  or  technique  to  facilitate  very  rapid  application  by 
personnel  of  the  AMC. 

An  additional  task  addressed  in  the  study  was  to  determine  if  any 
data  in  addition  to  the  results  of  the  economic  analysis  and  those 
required  by  existing  regulations  should  be  supplied  to  support  layaway 
funding  and  authorization  requests. 


APPROACH 

The  approach  taken  in  achieving  the  foregoing  objectives  was  to: 

(1)  Identify  shortcomings  in  methods,  procedures,  and  forms 
presently  used  to  request  authorization  and  funding  and  to  justify 
layaway  lines. 

(2)  Review  and  evaluate  DOD,  Ar ay,  and  AMC  literature  on  industrial 
readiness  and  production  base  planning  and  support  to  determine  if 
available  information  was  being  used  to  support  requests  for  layaway 
packages. 

(3)  Review  and  evaluate  other  completed  or  ongoing  military 
sponsored  studies  involved  with  improving  various  aspects  of  mobilization 
production  planning  to  determine  their  relationships  to  the  problems  of 
this  study. 

(4)  Review  and  evaluate  military  and  industry  methods  for  selecting 
among  alternative  investments  and  determine  the  suitability  of  methods 
and  cost  factors  for  this  study. 

SYNTHESIS  OF  CONCEPT  FOR  PROPOSED  KEIHODOLOGY 

A  concept  for  the  proposed  improved  methodology  was  partially 
developed  from  current  military  and  industry  practices  involving 
economic  analysis  and  analysis  of  alternative  investments.  The  philosophy 
of  economic  analysis  for  proposed  investments,  as  embodied  in  the 
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objective  and  definition  stated  in  military  documents  on  this  subject, '  ' 
was  found  suitable  for  the  purposes  of  this  study.  A  rationale  for  the 
concept  mey  be  stated  as  follows.  It  was  first  necessary  to  check 
current  mobilization  requirements  to  determine  if  there  was  actually 
a  need  to  retain  any  production  capability  for  future  use.  This  could 
be  accongolished  by  reviewing  certain  planning  documents  and  making  sure 
they  were  up-to-date.  Next,  all  possible  retention  alternatives  had  to 
be  listed  for  review  and  analysis. 

The  factors  that  enter  into  the  analysis  were  then  identified. 

These  were  found  to  be:  capability  of  the  alternative  to  meet  but  not 
exceed  mobilization  re quire  cents  with  regard  to  both  quairtities  and 
production  schedules;  various  cost  factors  such  as  acquisition  of  reserve 
stocks,  storage  cf  reserve  stocks,  physically  preserving,  removing  and 
storing  plant  equipment,  reactivating  stored  equipment;  leadtime  to 
reactivate  existing  contracts  and  planning  agreements  with  producers; 
interest  of  producers  in  acquiring  govemment-ovned  equipment;  need  to 
support  certain  producers  or  retain  cadre  of  personnel;  special  physical 
characteristics  of  the  existing  production  facilities  or  equipment; 
value  and  condition  of  the  US;  future  status  of  the  end  items  to  be 
produced  with  regard  to  procurement  and  replacement;  current  stocks  of 
end  items  and/or  substitute  items;  peacetime  consumption  rates  for  the 
end  items;  limitations  on  acquisition  of  reserve  stocks  and  several 
others  of  lesser  importance. 

Having  identified  the  factors  involved  it  was  then  necessary  to 
devise  a  means  for  recording  and  analyzing  them.  For  the  cost  factors 
Format  A  (not  the  same  form  as  the  layaway  request,  see  App  c)  was 
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adopted  from  the  military  documents'  'noted  above  as  an  analytical 
framework  for  comparing  total  costs  of  each  alternative  at  the  most 
highly  aggregated  level.  Forms  for  more  detailed  backup  cost  analysis 
had  to  be  developed  and  were  made  compatible  with  the  Format  A. 

Procedures  were  then  written  for  performing  the  cost  analysis. 

Discussions  with  AMC  personnel  indicated  that  some  alternatives 
could  be  quickly  eliminated  from  contention  because  they  were,  for 
various  reasons,  obviously  infeasible.  Since  it  was  desirable  to 
restrict  the  detailed  and  time  consuming  cost  analysis  to  as  few 
alternatives  as  possible  a  series  of  questions  was  developed  to  be 
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applied  to  verifying  the  future  need  for  retention,  eliminating 
alternatives  that  would,  not  satisfy  requirements  or  were  otherwise 
infeasible,  and  generally  dealing  with  the  non- cost-oriented  factors. 

The  questions  were  designed  to  provide  a  systematic,  self-directing, 
standardized  and  documented  examination  of  most  of  the  factors  not 
covered  in  the  cost  analysis.  Those  factors  remaining  (differences  in 
benefits)  were  to  be  described  in  a  space  provided  on  the  cost  analysis 
forms.  Ho  attempt  was  to  be  made  to  trade  off  between  various  factors 
or  optimize  costs  versus  benefits  because  of  various  constraints  Imposed 
on  the  study  by  the  sponsor  (see  Assumptions) . 

It  was  decided  to  perform  the  proposed  economic  analysis  in  two 
successive  steps  or  phases,  as  shown  in  Pig.  1,  to  provide  flexibility 
and  minimize  the  work  required.  Phase  I  would  occur  prior  to  the  detailed 
cost  analysis  and  would  be  a  preliminary  evaluation  aimed  at  eliminating 
quickly  and  in  a  routine  fashion,  those  alternatives  that  do  not  satisfy 
mobilization  requirements  and  may  easily  be  determined  not  to  be  feasible 
for  a  given  shutdown  situation.  This  procedure  would  reduce  the  scope 
and  effort  required  and  possibly  even  the  necessity  for  the  formal  cost 
and  benefit  analysis  that  comprises  Phase  II  of  the  proposed  methodology. 
Procedures  were  tnen  devised  for  distributing  copies  of  the  analysis 
to  effect  the  documentation  and  provide  the  justification  desired. 

The  improved  methodology  was  designed  to  assist  the  rising  command 
in  preparing  retention  recommendations  on  a  standardized  and  systematic 
basis,  to  insure  that  all  alternatives,  costs,  and  other  factors  bearing 
on  the  problem  are  given  consideration.  The  forms  developed  are  evidence 
of  the  process,  thoroughness,  and  results  of  the  analysis  arid  will  serve 
as  justification  for  recommendations  made  to  higher  authority.  The 
methodology,  however,  addresses  each  retention  decision  individually 
and  there  are  other  aspects  of  its  scope  and  limitations  that  are 
discussed  later  in  this  chapter. 


ASSUMPTIONS 

The  major  assumptions  of  the  study  are  the  following: 

(1)  Each  production  package  proposed  for  retention  by  layaway 
or  other  methods  will  be  subject  to  a  separate  application  of  the  method. 
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This  approach  may  not  result  in  optimal  use  of  the  facilities.  However, 
the  sponsor* s  direction  that  the  analysis  be  performed  manually  requires 
that  it  be  kept  as  simple  as  possible. 

(2)  All  numerical  data  used  in  the  economic  analysis  will  be 
considered  to  be  deterministic.  That  is,  the  effects  of  probabilistic 
variations  or  other  uncertainties  in  cost  estimates  or  requirements  will 
not  be  considered  in  performing  computations  due  to  the  complexity  they 
would  add  to  the  analysis. 

(3)  Mobilization  requirements  for  the  item(s)  to  be  produced  are 
valid  and  as  officially  stated  in  the  AMP,  or  on  AMC  Form  1446  as  in  the 
ccse  of  non-nuclear  ammunition.  This  assumption  provides  an  officially 
approved  base-point  for  the  analysis  which  is  primarily  outside  of  AMC 
and  the  scope  of  this  study  and  is  necessary  for  any  determination  of 
mobilization  production  needs. 

(4)  The  time  period  to  be  used  for  economic  comparison  purposes 
will  be,  with  respect  to  the  end  item  to  be  produced,  that  part  of  the 
life  cycle  during  which  the  end  item  is  expected  to  remain  in  the  Amy 
supply  system  as  a  preferred  item.  That  is,  the  end  item  will  be  type 
classified  Standard  A,  and  will  continue  to  be  considered  for  further 
procurement.  The  rationale  for  this  assumption  is  given  in  Chap.  3. 

In  addition  to  the  above  assumptions,  several  constraints  were 
imposed  on  the  study  effort  by  the  sponsor,  and  these  f  o’ low: 

(1)  The  methodology  is  to  be  used  only  when  a  major  subordinate 
command  knows  that  a  production  line  will  be  shut  down  at  some  future 
date  due  to  expiration,  termination,  or  cancellation  of  a  contract. 
Analysis  of  the  reasons  for  the  shutdown  will  not  be  part  of  this  study. 

(2)  Sufficient  funds  will  be  available  for  layaway  purposes,  if 
that  is  the  alternative  chosen.  Although  Operations  and  Maintenance, 
Amy  (Ottft)  funds  for  continued  maintenance  of  stored  equipment  have 
been  and  will  continue  to  be  difficult  to  obtain,  it  is  believed  that 
it  should  not  be  the  concern  of  a  mobilization  planner  as  part  of  this 
particular  analysis.  DCSLOG  has  indicated  that  no  layaway  has  been 
refused  due  to  lack  of  funds.  This  assunptiou  also  avoids  the  need  to 
rank  candidate  projects  as  is  done  in  capital  budgeting  in  industry. 

(3)  Sufficient  storage  space  will  be  available  for  stockpiling 
end  items  and/or  storing  plant  equipment.  Provision  of  storage  space 
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is  again  an  AMC  problem  and  shortages  of  s  to  .rage  space  will  lead  to 
differences  in  costs  of  storage.  However,  this  problem  is  not  assumed 
to  be  the  concern  of  this  study. 

(U)  Mobilization  planning  information  and  formats  currently  in 
use  by  the  Army  will  continue  to  be  used  to  the  greatest  extent  possible. 

(5)  The  economic  analysis  is  to  be  performed  at  the  major  sub¬ 
ordinate  command*  level  of  AMC,  where  retention  recommendations  are 
presently  made,  and  where  detailed  information  will  continue  to  be 
available. 

SCOPE  OF  STUDY 

The  study  was  limited  to  methodology  that  will  assist  mobilization 
planners  in  reviewing  alternatives  open  to  them  after  a  decision  has  been 
made  to  shut  down  a  production  line.  The  reasons  for  such  shutdowns 
are  not  a  part  of  this  study.  The  study  concentrated  on  identifying 
the  factors  to  be  considered  in  a  production  capability  retention 
situation  and  developing  a  means  for  relating  and  anelyzing  these 
factors  manually,  r,  uttenpt  was  made  to  optimize  overall  Army 
mobilization  planning  or  to  develop  computerized  methods  because  these 
subject  areas  have  been,  or  will  be  covered  in  other  DOD  or  Armj 
sponsored  studies. 

The  charge  did  not  include  a  test  of  the  proposed  methodology  or 
detailed  description  of  changes  in  policy  or  revision  in  regulations 
that  would  be  required  to  implement  the  new  methods.  A  general  statement 
of  the  extent  of  such  changes  has  been  provided  in  Ghap.  3,  however. 


*AVSCOM 

Aviation  Systems  Command 

ECOM 

Electronics  Command 

MECOH 

Mobility  Equipment  Command 

MICOM 

Missile  Command 

MUCOM 

Munitions  Command 

TACOM 

Tank-Automotive  Command 

WECOM 

Weapons  Command 
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The  proposed  methodology  Is  Intended  to  he  an  aid  to  and  not  a  substitute 
for  the  mobilization  planner’s  judgment. 

It  is  also  expected  that  application  oi  the  proposed  methods, 
although  useful  for  any  end  item,  will  be  limited  only  to  those  1900  end  items 


or  critical  components  for  which  HQ  AMC  and  DCSLOG  have  agreed  that  mobilization 
planning  will  be  permitted  and  is  feasible  due  to  manpower  limitations £ 


Due  to  the  stated  purpose  of  the  analysis  its  application  will  be  further 
limited  to  that  portion  of  the  1900  items  whose  production  base  contains 
some  government-owned  equipment. 


LIMITATIONS  OF  THE  IMPROVED  METHODOLOGY 

A  number  of  limitations  are  associated  with  application  of  the 
improved  methodology  and  these  should  be  borne  in  mind  by  the  user. 

Some  limitations  are  the  result  of  pre-existing  laws  and  procedures 
beyond  the  control  of  this  study,  while  others  result  from  time 
limitations  on  the  study  and  external  constraints  imposed  by  the 
sponsor . 

The  proposed  methodology  will  cot  necessarily  point  to  the 
selection  of  a  single  alternative  as  the  most  desirable  choice.  This 
may  be  particularly  true  when  the  full  economic  analysis  is  required 
to  compare  several  alternatives.  However,  the  method  will  display 
information  from  which  the  evaluator  may  mate  a  choice,  using  his  own 
judgment  in  weighing  the  information  displayed  against  other  factors 
that  must  be  considered.  Some  of  these  factors  have  in  the  past  been 
said  to  result  from  a  lack  of  firm  commitment  at  higher  levels  of 
authority  as  to  policies  to  be  followed  and  dollar'-  to  be  expended  in 
industrial  preparedness  planning.  Other  factors  may  include  the  loss 
of  an  experienced  cadre  of  personnel  or  a  disgruntled  contractor. 

No  explicit  attempt  has  been  made  to  examine  in  detail  the 
tradeoffs  that  may  be  made  between  the  cost  of  acquiring  D  to  P  stock 
versus  the  costs  of  various  types  of  .layaway  methods,  although  costs 
for  both  of  these  factors  have  teen  included  in  the  analysis.  There 
has  been  no  optimization  in  using  the  alternatives,  either  separately  cr  in 
combination,  only  an  examination  of  the  production  capability  to  be  retained 
to  produce  the  end  items  and  critical  components  for  which  it  was 
assembled.  The  optimum  multiple  use  of  laid  away  and  active  facilities 
for  other  than  planned  items  has  not  been  considered.  Consideration 
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has  not  "been  given  to  the  fact  that  the  fixed  costs  of  a  GOCO  facility 
are  constant  and,  on  a  cost-plus  contract  basis,  if  one  Tins  is  shut 
down  the  remaining  lines  must  then  carry  all  the  fixed  costs.  Optimal 
balancing  of  mobilization  planning  would  require  the  use  of  a  computer 
and  complex  mathematical  models  that  are  beyond  the  aocigned  scope  oi 
this  study  task. 

There  may  be  limits  on  how  far  tbo  using  command  may  go  in 
evaluating  certain  alternatives.  Ibis  is  particularly  true  where  sale 
or  lease  agreements  are  to  be  negotiated  with  contractors.  Such  agree¬ 
ments  would  bring  income  to  +ns  US  Treasury  rather  than  incur  an  expense 
the  red  tape  and  time  delays  imposed  by  existing  legislation  more  often 
than  not  abort  attempts  by  commands  to  follow  these  alternatives..  It 
behooves  HQ  AMC  and  higher  levels  of  authority  to  push  for  revisions  in 
the  laws  that  would  facilitate  greater  use  of  these  alternatives. 

As  stated  in  the  assumptions,  all  the  numerical  data  proposed  for 
use  in  the  jconomic  analysis  are  assumed  to  be  deterministic.  No 
allowance  is  made  in  the  computations  for  probabilistic  variations  or 
uncertainty  in  the  cost  or  requirements  figures  used.  Variations  and 
uncertainties  do  exist,  however,  and  decision-making  could  undoubtedly 
be  improved  if  a  means  were  provided  for  their  inclusion  in  the  method 
in  the  future.  A  constraint  also  stated  that  sufficient  funds  and 
storage  space  would  always  be  available  for  layaway  purposes  as  these 
areas  were  not  primary  ones  for  mobilization  planners.  However, 
funding  and  storage  problems  are  very  real  ones  that  will  have  to  be 
dealt  with  within  AMC  and  other  sections  of  the  Arny,  although  they 
have  not  been  considered  in  this  study. 

Finally,  the  Phase  I  preliminary  evaluation  procedures  are  not 
yet  considered  to  be  exhaustive  ana  should  be  reviewed  by  users 
periodically  cn  a  formal  basis.  It  is  entirely  possible  that  changes 
in  external  documents  such  as  the  PP&G  could  substantially  affect  and 
lead  to  a  more  desirable  sequence  of  questions  ir.  Phase  I.  Practical 
experience  in  using  Phase  I  might  also  dictate  revisions. 
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Chapter  2 

DEVELOPMENT  OF  ECONOMIC  ANALYSIS  METHODOLOGY 


RESEARCH  CONDUCTED 


This  chapter  briefly  describes  the  early  research  efforts  of  the 
study  that  were  necessary  to  direct  the  development  of  an  economically- 
oriented  methodology  tailored  to  the  needs  of  the  A1C  in  analyzing 


retention  alternatives.  The  retention  situation  was  similar  to  other 


military  and  industrial  investment  situations  in  that  expenses  over  a 
number  of  years  would  be  involved  in  retaining  the  desired  production 
capability  to  satisfy  future  mobilization  requirements.  However,  since 
any  alternative  exercised  would  have  to  meet  mobilization  requirements 
(retaining  production  capability  in  excess  of  requirements  is  prohibited 
by  DOD  regulations ),  any  alternative  chosen  would  provide  about  the 
same  level  of  benefits  in  terms  of  retained  production  capability.  Some 
differences  in  production  capability  will  exist,  however,  since  exactly 
the  same  items  will  not  be  retained  by  every  alternative,  items  are 
replaced  if  worn  cut  through  use,  and  leadtime. to  bring  the  IPE  to  operational 


status  differs  between  alternatives. 


The  retention  situation  is  also  different  in  that  there  are  no 


annual  returns  or  profits,  no  present  alternative  that  might 
be  continued,  no  annual  savings  (although  the  total  cost  of  one  alterna¬ 
tive  may  be  less  than  others),  taxe-  and  depreciation  do  not  enter  the 
analysis  with  government  ownership  end  the  dollars  all  flow  out,  except 
for  the  leasing  alternatives.  Also,  the  situation  dees  not  match  any 
of  the  applications  for  "Econonio  Analysis  of  Proposed  DOD  Investments” 
stated  in  Ref  3  (para  III.B.2).  In  addition,  no  replacement  of  existing 
items  is  involved,  which  eliminates  a  common  application  of  economic 
analysis  in  both  industry  and  military  pr  diction  areas. 
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A  thorough  review  was  conducted  of  DOD,  A rny,  and  AMC  documents 
pertaining  to  current  mobilization  and  industrial  readiness  policies  and 
procedures  to  determine  their  adequacy  as  applicable  guidance  for  layaway 
lines.  As  stated  in  Chap.  1*  the  current  procedures  were  found  to  lack: 
CD  a  verification  of  the  latest  mobilization  requirements,  (2)  a  formal 
type  of  comparison  and  analysis  of  alternatives,  (3)  an  economic  basis 
for  recommendations ,  (4)  a  means  for  examining  all  possible  alternatives, 
and  (S')  a  written  record  of  the  decision-making  process  that  would  supply 
documentation  and  could  be  used  for  justifying  recommendations.  In 
addition,  current  procedures  and  problems  of  layaway  and  industrial 
readiness  were  discussed  with  personnel  cf  various  AMC  commands  and 
organizations  and  with  DCSLOG  to  isolate  information  sources  and 
existing  problem  areas. 

Considerable  additional  research  of  both  military  and  industry 
sources  was  made  to  establish  specifically  the  objectives  for  the 
improved  methodology  its  concept,  its  contents,  and  its  format.  These 
sources  are  listed  in  the  general  bibliography.  The  intent  was  to 
assimilate  the  best  current  industrial  and  military  practices  applicable 
to  the  problem. 

The  research  included  military  documents  on  proposed  investments, 
replacement  of  machine  tools,  costing  and  pricing,  and  production  base 
support  programs.  A  parallel  review  was  made  of  cany  books  and  periodical 
articles  published  during  the  last  twenty  years.  These  covered  capital 
budgeting  and  methods  for  analyzing  and  ranking  alternative  investments 
for  industrial  firms.  A  literature  search  was  also  made  for  methods 
used  to  select  investments  and  perform  cost/benefit  analyses  for  public 
investment  purposes,  parieularly  water  resources,  and  to  a  lesser  extent 
weapons  systems. 

The  selection  and  use  of  possible  cost  elements  for  the  economic 
analysis  was  explored  with  representatives  of  industry  and  government 
to  determine  the  availability  of  applicable  feta.  The  results  from 
selected  areas  of  this  intensive  research  effort  led  to  the  concept  for 
the  economic  analysis  methodology  discussed  in  Chap.  3.  A  brief  review 
of  these  results  follows.  For  purposes  of  brevity  only  those  sources 
found  genuinely  useful  are  discussed,  and  these  only  briefly,  to  indicate 
the  origin  of  some  of  the  ideas  incorporated  into  the  proposed  methodology. 


Table  1  summarizes  the  evaluation  of  military  and  industry  sources 
reviewed  and  lists  those  methods  adapted  or  rejected  for  use  in  this 
study. 

MILITARY  SOURCES 

The  first  military  sources  reexamined  were  the  two  existing  forms 
for  making  and  documenting  layaway  requests.  Format  A  and  Exhibit  P-17  (see 
App  3).  Since,  as  previously  stated,  neither  form  contains  provisions 
for  comparing  alternatives,  their  usefulness  to  the  improved  methodology 
was  limited.  However,  Exhibit  P-17  (see  App  B,  Part  II,  Item  14)  contains 
a  section  detailing  cost  data  for  layaway  actions  and  this  infornation 
was  found  suitable  as  an  input  cost  for  the  Phase  II  economic  analysis 
(see  Chap.  3). 

Three  military  documents  previously  noted  as  dealing  with  the 
economic  analysis  for  proposed  military  investments  proved  most  useful. 
These  documents  were  DODI  70^1.3^,  AR  37-13^,  arid  AMCR  11-3^.  They 
contain  a  philosophy  for  economic  analysis  that  is  suitable  but  requires 
tailoring  tj  the  practical  needs  of  the  mobilization  planning  situation. 
Several  ideas  from  these  documents  were  adopted.  The  first  is  the 
general  format  for  making  a  cost  analysis.  This  is  called  a  Format  A 
in  all  three  documents  and  should  not  be  confused  with  the  Format  A 
previously  mentioned,  which  is  used  only  for  layaway  authorization.  A 
sample  of  the  cost  analysis  Format  A  is  supplied  as  App  C.  It  contains 
provisions  lor'  comparing  costs  of  alternatives  over  a  variable  length 
of  time  considered  to  be  the  economic  life  of  the  project.  It  uses 
another  idea  that  has  been  adopted,  that  of  discounted  annual  costs  or, 
as  it  is  also  called,  the  present  worth,  or  present  value  concept. 

The  discounted-cash-flow  method  recognizes  that  time  has  an 
economic  value,  i.e.,  a  dollar  today  is  worth  more  than  a  dollar 
obtained  or  spent  in  the  future  because  it  may  be  invested  and  accrue 
interest  at  a  specified  rate.  It  is  also  more  accurate  than  other 
investment  analysis  methods  because  it  is  sensitive  to  the  timing  of 
outlays  and  forces  thinking  about  the  vThole  life  of  a  project. 

Discounting  enables  the  analyst  to  evaluate  the  time -phased 
profiles  of  the  cost  flows  for  eac.i  alternative  ps  if  they  all  occurred 
at  one  point  in  time  (at  the  present  time),  rather  than  spaced  over  the 
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economic  life  of  the  alternative.  In  this  way  the  »ltematives  can 
be  compared  from  a  cost  standpoint,  even  though  they  may  have  different 
tier: -phased  cost  profiles,  "in  effect,  discounting  makes  it  possible 
to  evaluate  and  +  sum,  in  a  logical  manner,  costs  which  occur  at  different 

7 

points  in  time."  The  discounting  method  is  suitable  for  adoption  by 
this  study  because  layaway  expenses  will  take  place  over  extended 
variable  time  periods,  but  must  still  be  compared. 

Use  of  the  present  value  (discounting)  technique  is  required  by 
the  DOD  for  investment  analysis  (Ref  3,  para  5«C).  This  same  reference 
(Ref  3,  Enel  4,  para  H)  explains  the  reasons  for  its  prescribed  rise  and 
•the  effects  it  may  have  on  the  results  of  an  economic  analysis.  In  the 
same  document  (Ref  3?  para  5.D)  tile  use  of  an  annual  interest  rate  of 
10  percent  is  prescribed  for  discounting  purposes.  This  rate  may  be 
simply  applied  by  multiplying  the  cost  incurred  during  any  year  by  a 
discount  factor  for  that  year  that  is  derived  from  use  of  the  10  percent 
interest  rate.  The  result  will  be  a  future  annual  cost  discounted  to 
its  present  value.  A  table  of  discount  factors  to  be  used  in  Phase  II 
of  the  improved  methodology  is  supplied  in  App  F. 

Two  additional  analytical  1'orraats  contained  in  references  3> 
and  5  were  rejected.  Format  A-l  was  rejected  because  it  deals  with 
cost  differentials  between  a  present  alternative  and  a  proposed 
alternative,  and  in  the  retention  situation  there  is  no  present  alternative. 
Format  B  was  rejected  because  it  was  believed  to  contain  unnecessary 
detail  in  describing  differences  in  benefits  in  the  retention  situation 
where  all  alternatives  will  serve  to  retain  the  desired  production 
capability,  thereoy  providing  approximately  the  same  benefits  in  terms 
of  production  quantities  out  perhaps  not  in  terms  of  response  or 
reactivation  tiroes.  It  was  believed  that  the  response  time  differences 
could  be  adequately  described  without  resort  to  a  special  additional 
format  for  accomplishment. 

INDUSTRY  SOURCES 

The  two  methods  most  widely  used  in  industry  for  capital  budgeting 
and  analysis  of  the  profitability  of  proposed  investments  are  the  rate 
of  return,  or  profitability  index,  and  the  payback  period.  Neither  of 
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these  was  believed  suitable  for  the  purposes  of  this  study  because  they 
require  as  inputs  a  cash  flew  generated  from  sales  or  savings,  and  such 
an  input,  or  profit,  does  not  exist  in  the  retention  situation  addressed 
by  this  study.  The  concept  of  coopering  discounted  total  costs,  which 
is  used  by  industry  as  well  as  the  military,  appears  to  be  a  preferred 
method  and  was  therefore  adopted. 

Industry  also  uses  breakeven  curves,  but  there  appeared  to  be  too 

many  cost  parameters  in  the  retention  situation  to  make  that  approach 

feasible.  Another  method  used  by  industry,  and  also  in  analysis  of 

public  investments  for  water  resource  development,  is  the  benefit/ cost 

8  9 

ratio.  As  several  authors  have  pointed  out,  ’  this  ratio  may  be  mislead¬ 
ing  and  perhaps  too  simple.  There  was  a  possibility  that  it  might  be 
used  with  caution  as  a  simple  technique  or  rule-of-thumb,  which  was  one 
of  the  objectives  of  this  study.  Use  of  a  simple  rule  could  be  practical 
if  some  of  the  primary  cost  factors  in  the  Phase  II  economic  analysis 
were  very  large  and  overshadowed  all  other  costs,  permitting  the  analysis 
to  be  reduced  to  such  a  ratio.  Considering  the  many  factors  involved  in 
a  retention  situation  this  possibility  was  rejected  as  being  too  risky. 

Other  parte  of  the  improved  methodology  that  did  not  stem  from  the 
above  sources,  such  as  the  detailed  forms  for  performing  the  cost/benefit, 
analysis  of  Phase  II  and  the  entire  idea  ana  questionnaire  used  in  Phase  I, 
were  devised  by  the  study  team  to  satisfy  the  needs  of  the  problem. 
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Chapter  3 

DESCRIPTION  OP  PROPOSED  ECONOMIC  ANALYSIS  METHODOLOGY 


RATIONAIE  ACCOMPANYING  THE  PROPOSED  METHODOLOGY 

The  method  described  in  this  chapter  was  designed  to  q'\ickly  sift 
through  the  alternatives  for  retaining  production  capability  for 
mobilization  purposes  and  present  an  economic  comparison  of  the  feasible 
alternatives  for  use  by  the  cognizant  AMC  major  subordinate  command  in 
making  a  retention  recommendation.  At  the  same  time,  the  proposed 
methodology  is  intended  to  provide  a  written  record  of  the  analysis  to 
be  used  for  justifying  the  recommendation  to  higher  authority. 

Use  of  the  methodology  will  begin  at  least  90  days  prior  to  the 
anticipated  shutdown  date  for  an  operating  production  facility.  Using 
Phase  I  of  the  method,  the  mobilization  planner  at  the  cognizant  AMC  major 
subordinate  command  will  verify  the  need  to  retain  the  production 
capability  for*  future  mobilization  purposes  or  other  needs.  Use  of 
Phase  I  will  also  enable  the  planner  to  eliminate  any  infeasible  retention 
alternatives  from  the  list  of  possibilities.  If  only  one  alternative  is 
left  the  completed  Phase  I  analysis  will  document  and  justify  the  decision 
process  for  higher  authority.  If  the  surviving  alternative  is  some  form 
of  layaway  action  the  command  will  proceed  with  the  required  submission 
of  a  Format  A  and  Exhibit  P-17  to  request  the  layaway,  supplemented  by 
a  copy  of  Phase  I  as  justification.  If  the  surviving  alternative  does 
not  involve  layaway.  Format  A  and  Exhibit  P-17  are  not  required. 

If  two  or  more  alternatives  survive  the  Phase  I  preliminary 
evaluation  they  will  be  subjected  to  the  additional  Phase  II  analysis 
of  conparat  ve  costs  and  benefits.  The  results  of  the  Phase  II  analysis, 
displaying  costs  versus  differential  benefits,  may  then  be  weighed  by 
the  cognizant  command,  as  their  knowledge  and  experience  dictates,  in 
making  a  recommendation  for  a  retention  alternative.  Format  A  and 
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Exhibit  P-17  may  then  be  submitted,  depending  on  whether  a  layaway  action 
is  involved.  The  improved  methodology  is  designed  to  precede  and  supple¬ 
ment  existing  layaway  procedures,  not  replace  them.  The  improvement 
derives  from  the  formal  verification  of  need,  examination  of  all 
alternative  possibilities  on  a  systematic  and  standardized  economic 
(cost/benefit)  basis,  and  formal  recording  of  the  decision  process  for 
later  review  by  higher  authority,  if  necessaiy. 

ALTERNATIVES  FOR  RETENTION  OF  PRODUCTION  CAPABILITI 

The  firso  question  that  must  be  answered  by  the  A  ray  when 
analyzing  the  implications  of  the  anticipated  shutdown  of  an  ongoing 
production  line  is  whether  there  is  a  need  to  retain  the  production 
capability  for  use  within  the  foreseeable  future  to  satisfy  mobilization 
or  other  needs.  If  no  need  i  foreseen,  disposal  of  the  equipment  should 
obviously  be  made.  Disposal  of  government-owned  equipment  is  accomplished 
by  declaring  the  equipment  excess  to  Amy  needs  and  following  procedures 
described  in  AR  700-43^°,  Chap.  2,  Sections  V  and  VI. 

If  a  future  need  for  a  production  capability  dees  exist,  retention 
of  the  equipment  may  be  accomplished  in  one  of  several  ways.  Listed  on 
page  7  are  the  major  alternative  ways  described  in  App  A  and  currently 
considered  by  the  Aray.  These  are  all  examined  by  the  proposed  economic 
analysis  methods  if,  as  a  first  step,  they  will  satisfy  mobilization 
requirements.  The  alternatives  on  page  7  are  listed  roughly  in  order 
of  increasing  cost  to  the  government.  Lowest  cost  alternatives  are 
given  priority  consideration  in  the  economic  analysis  to  satisfy  DOD 
policy  of  meeting  industrial  preparedness  planning  needs  with  a  minimum 
outlay  of  funds  by  the  government. 

!Qie  lowest  cost  alternative,  however,  is  not  necessarily  the  best 
alternative.  One  should  strive  for  a  balance  in  terms  of  providing  the 
necessaiy  production  capability  within  the  required  time  constraints, 
with  reasonably  good  assurance  tiiat  the  equipment  will  be  maintained  in 
satisfactory  operating  condition  and  not  be  unduly  subjected  to  wear, 
deterioration,  or  sabotage.  Other  non-quan tifiable  factors  such  ac  the 
loss  of  trained  production  personnel,  possible  loss  of  a  desirable 
planned  producer  or  poor  pest  experience  with  some  producers  should  also 
be  considered  in  making  the  final  choice. 


CONCEPT  FOR  PROPOSED  ECONOMIC  ANALYSIS  METHODS 

A  two -phase  analysis  is  proposed  for  selecting  the  best  alternative 
from  among  the  list  of  possible  retention  alternatives  shown  on  p  7. 

The  first  phase  is  a  very  important  one  and  consists  of  the  use  of  a 
questionnaire  to  make  a  preliminary  evaluation  that  verifies  the  need 
for  retention  and  quickly  screens  the  alternatives  to  eliminate  those 
that  are  considered  infeasible.  If  only  one  alternative  remains  after 
completion  of  Phase  I,  there  will  be  no  need  for  Phase  H.  The  second 
phase  is  the  application  of  a  formal  economic  analysis,  primarily  cost 
oriented,  to  the  alternatives  remaining  after  the  Phase  I  screening. 

Phase  I  contains  several  sets  of  questions  related  mostly  to  factors 
not  quantifiable  in  dollar  terms.  The  formal  Phase  II  economic  analysis 
examines  In  detail  the  comparative  costs  of  two  or  more  alternatives 
and  also  notes  any  differential  in  the  total  production  capability, 
leadtime  or  other  special  conditions  attending  their  benefits,  with 
regard  to  the  inte.  ded  purpose  of  the  retention.  Both  steps  provi.de 
a  written  record  of  the  analysis  made  in  arriving  at  a  recommendation, 
whether  it  be  made  quickly  using  only  the  Phase  I  preliminary  evaluation 
or  after  the  more  detailed  Phase  II  economic  analysis  is  conpleted.  In 
either  case  the  written  record  satisfies  the  need  to  supply  justification 
and  documentation  of  the  decision-making  process  to  higher  levels  of 
authority,  particularly  when  layaway  authorization  and  funds  are  to  be 
requested. 

PHASE  I,  PRELIMINARY  EVALUATION  PROCEDURES 

A  complete  sample  set  of  the  Phase  I  preliminary  evaluation 
procedures  has  been  provided  in  App  D.  Phase  I  has  several  purposes. 

The  first  is  to  quickly  establish  whether  or  not  a  need  exists  to  retain 
the  production  capability  of  the  production  package  to:  (l)  satisfy 
future  mobilization  requirements  for  one  or  core  end  items  or  critical 
components,  (2)  be  available  for  reactivation  at  some  time  in  the  future 
to  replenish  the  Authorized  Acquisition  Objective  (AAO),  or  (3)  produce 
future  requirements  for  repair  parts.  This  purpose  is  satisfied  by  the 
first  section  of  Phase  I.  This  section  forces  the  planner  to  check 
that  he  is  using  the  most  recent  requirements  data  and  determine  chat 
there  is,  in  fact,  a  future  requirement  for  the  end  item  produced  by  the 
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facility  to  be  shutdown.  If  there  is  no  need  to  retain  the  production 
capability,  analysis  is  to  be  stopped  after  conpletion  of  Sections  1  and 
7  of  Phase  I  and  existing  procedures  for  disposal  of  the  equipment  are 
to  be  followed.  Section  7  supplies  additional  wilting  space  for  cross 
referencing  comments  or  information  that  could  not  be  fitted  into  the 
limited  space  between  questions  in  the  previous  sections  and  requires 
a  certification  from  the  user. 

If  a  requirement  does  exist  to  retain  a  production  capability  then 
Phase  I  serves  the  additional  pur-  ^es  of: 

(1)  Reducing  the  scope  oi  the  Phase  H  economic  analysis  by 
eliminating  some  of  the  alternatives  that  are  obviously 
not  feasible,  and 

(2)  Establishing  the  availability  of  basic  information  needed 
to  perform  the  comparative  economic  analysis,  and 

(3)  Alerting  the  cognizant  major  subordinate  command  to  the 
existence  of  special  circumstances  requiring  its  review 
and/or  action,  or 

w  Making  it  unnecessary  to  perform  the  detailed  Phase  II 
economic  analysis  comparison  by  quickly  eliminating  all 
but  one  alternative. 

Sections  2  through  5  of  Phase  I  (App  D)  have  been  designed  to  meet 
the  intent  of  purposes  (l)  and  (4)  above,  that  is,  to  assure  that  all 
alternatives  to  be  further  considered  will  meet  mobilization  requirements 
and  to  eliminate  alternatives  and  reduce  the  scope  of  or  need  for  the 
detailed  Phase  II  economic  analysis.  Section  2  contains  questions  that 
are  applicable  to  all  alternatives,  regardless  of  the  type  of  production 
facility  involved.  Section  3  deals  with  government-owned,  government- 
operated  (GOGO)  facilities,  such  as  arsenals .  Section  4  deals  with 
government-owned,  contractor-operated  (.GOCO)  facilities  and  Section  5  with 
contractor-owned,  contractor-operated  (COCO)  facilities  only. 

The  questions  in  Sections  3  through  $  differ  from  each  other 
somewhat  and  are  ordered  differently  depending  on  the  type  of  facility. 
Mary  questions  are  directed  toward  uncovering  special  physical  aspects 
of  the  production  package  and  production  leadtime  limitations  that  would 
preclude  certain  alternatives  from  consideration.  Other  questions  are 
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directed  primarily  toward  determining  the  interest  and  suitability  of  the 
current  producer  or  other  possible  producers  in  purchasing,  leasing,  or 
otherwise  maintaining  use  of  the  government- owned  equipment. 

Section  6  of  Phase  I  serves  purposes  (2)  and  (3)  by  asking  questions 
that  will  quantitatively  determine  mobilization  requirements,  planned 
production  capabilities,  current  asset  position,  and  peacetime  consumption 
rates  for  the  end  item  or  items  for  which  the  production  package  is  to 
be  retained.  It  also  records  the  future  procurement  status  of 
the  end  items  and  their  possible  future  replacements,  the  status  of  the 
government-owned  production  equipment  with  regard  to  its  age  and  operating 
condition,  its  production  capabilities  in  relation  to  requirements,  and 
its  adaptability  to  producing  possible  replacement  items.  In  addition, 
tnere  are  several  other  information  items  pertaining  to  design  clianges 
and  procurement  and  storage  limitations  on  both  the  end  item(s)  to  be 
produced  and  the  production  equipment.  The  answers  to  some  questions 
may  require  a  security  classification  and  this  is  the  responsibility  of 
the  user.  Instructions  for  use  of  the  preliminary  evaluation  procedures 
by  personnel  of  the  various  major  subordinate  commands  are  given  in  App  B. 

Routing  of  the  completed  Phase  I  analysis  to  higher  authority  is 
covered  later  in  this  chapter. 

It  is  expected  that  many  retention  decisions  will  be  amenable  to 
resolution  by  use  of  Phase  I  only,  without  resorting  to  the  additional 
Phase  II  economic  analysis.  It  is  also  anticipated  that  the  study  version 
of  Phase  I  given  in  App  D  will  be  subject  to  various  revisions  following 
field  experience  in  its  use.  It  will  undoubtedly  be  possible  to  sharpen 
the  questions  as  a  means  to  eliminate  alternatives  and  to  accommodate 
special  situations  as  they  occur.  However,  it  is  not  the  intention  of 
the  checklist  to  force  a  decision  to  be  made,  but  to  assist  its  user  to 
arrive  at  a  decision  through  the  sequential  application  of  logical 
thought  processes  and  a  standariced  set  of  considerations,  as  reflected 
in  the  questions  asked.  In  cases  where  more  than  one  alternative  still 
remains  after  the  preliminary  evaluation,  the  cognizant  command  will, 
examine  and  coopare  these  alternatives  on  a  cod /benefit  basis  using 
the  procedures  for  Phase  II  as  described  below. 
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PEASE  II,  ECONOMIC  ANALYSIS  PROCEDURES 

The  economic  analysis  procedures  proposed  here  are  of  a  type 
similar  to  those  described  in  AR  37-13  and  AMOR  11-3^  and  are  primarily 
cost  oriented.  A  complete  set  of  the  Phase  II  procedures  and  forms  is 
provided  in  App  E.  The  primary  purpose  of  the  econonic  analysis  is  to 
provide  a  means  for  the  command  to  make  a  selection  from  among  the 
alternatives  remaining  after  use  of  the  Phase  I  questionnaire.  All 
remaining  alternatives  should  provide  about  the  same  mobilization 
production  capability  as  to  quantities  to  be  produced  and  schedules  to 
be  net,  or  they  would  have  been  eliminated,  by  the  Phase  I  procedures. 

A  secondary  but  equally  important  purpose  of  the  economic  analysis  is 
to  record  the  selection  process  as  supporting  documentation  for 
Justification  of  the  decision  being  recommended  to- higher  authority. 

Figure  2  depicts  the  steps  that  are  required  in  performing  an 
economic  analysis.  If  there  is  more  than  one  alternative.  Cost  Backup 
Sheets  sure  assembled  in  the  first  step  for  each  cost  factor  to  be 
included  in  each  alternative.  In  the  second  step  the  information  for 
each  alternative  is  gathered  together  on  a  Summary  Cost  Sheet.  In  the 
third  step,  discounted  total  costs  for  each  alternative  and  any  reasons 
why  that  alternative  will  provide  benefits  differing  from  other 
alternatives,  are  transferred  to  an  Alternatives  Comparison  Sheet. 

The  Alternatives  Comparison  Sheet  will  then  display  the  essential 
information  for  selecting  the  most  desirable  course  of  action. 
Alternatives  Comparison  Sheet 

The  Alternatives  Comparison  Sheet,  the  most  highly  aggregated  form 
used  in  the  economic  analysis,  is  a  good  starting  point  for  description 
of  the  cost  factors  and  other  parameters  selected  for  inclusion  in  the 
analysis.  A  sample  of  the  Alternatives  Comparison  Sheet  form  is  given 
in  App  E.*  Its  layout  is  similar  to  Format  A  of  AR  37-13  and  AMCR  11-3^ 
(see  App  C) .  The  form  has  a  header  containing  the  name  of  the  submitting 
Army  component,  date  of  preparation,  identification  of  end  items  and 


♦Samples  of  all  the  forms  required  for  the  Ehase  n  analysis  have 
been  placed  in  App  E  so  they  may  be  viewed  as  a  package  and  examined  in 
close  proximity  to  the  detailed  guidance  for  their  completion  given  in  the 
same  appendix. 
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critical  components  the  production  package  is  to  he  retained  to  produce, 
and  identification  of  all  producers  currently  producing  these  items. 

The  header  information  serves  to  identify  parts  of  the  same  analysis 
and  is  basically  the  sane  for  all  forms  used. 

All  fcrnss  described  in  this  chapter  are  given  as  examples  only, 
and  are  not  intended  to  be  copied  explicitly  by  the  using  comnand  as 
long  as  the  information  content  is  equivalent. 

Time  Period  Used  in  Economic  Analysis.  Item  5  of  the  Alternatives 
Comparison  Sheet  identifies  the  project  year  in  vhich  a  cost  is  incurred. 
The  number  of  project  years  to  be  used  is  variable,  as  indicated  by 
the  letter  N,  and  may  be  different  for  each  economic  analysis.  Consider¬ 
able  thovght  was  given  to  selection  of  a  time  period  to  be  used  for  the 
analysis  or  "economic  life"  as  it  is  referred  to  in  AE  37-13^ •  Mobili¬ 
zation  requirements  are  stated  for  five  years  beyond  the  current  budget 
year  in  the  AMP.  However,  some  production  lines  remained  in  layaway 
status  for  seven  or  eight  years  prior  to  the  Korean  conflict  and  some 
for  more  than  10  years  between  the  Korean  '*onflict  and  Vietnam  reactivation 
Some  lines  have  been  in  layaway  stat*  *  for  more  w  a  15  years  since 
deactivation  after  Korea.  It  was  suggested  that  the  **'?e  cycle"  of 
the  end  item  to  be  produced  be  used  as  the  appropriate  tim<-  oeriod. 

However,  the  full  life  cycle  includes  time  other  than  the  perio.'  uhen 
the  end  item  is  being  considered  for  further  procurement,  and  reten«.'->n 
of  a  production  capability  for  an  end  item  is  not  valid  if  the  item  is 
no  longer  to  be  procured.  Therefore  it  was  decided  to  use  as  the  time 
period  for  the  economic  analysis  that  time  during  which  the  end  item 
could  be  expected  to  continue  in  the  Army  supply  system  as  a  "preferred" 
item  with  type  classification  Standard  A  (see  para  1.5  of  AR  Tl-6^1  for 
definition) . 

Cost  Factors  Included  in  the  Analysis.  Item  6  of  the  Alternatives 
Comparison  Sheet  displays  the  major  cost  factors  recommended  for  inclusion 
in  the  economic  analysis,  with  space  for  additional  factors  as  deemed 
necessary  in  the  judgment  of  the  submitting  command.  For  each  alternative 
examined,  there  is  a  separate  column  for  recording  the  discounted  annual 
cost  for  each  cost  factor.  At  this  point  it  is  pertinent  to  discuss  the 
various  cost  factors  and  their  reasons  for  inclusion  and  placement  time- 
wise  in  the  analysis. 
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D  to  P  Stock  Acquisition  Cost.  The  purpose  of  retaining  a 
production  capability  under  Army  control  is  to  be  able  to  meet  mobili¬ 
zation  requirements  for  various  items  during  the  post  M-Day  or  D-Day 
period.  (M-Day  and  D-Day  are  here  assumed  to  be  the  same-— the  day 
mobilization  and  hostilities  commence).  If  these  requirements  cannot 
be  satisfied  by  current  assets  or  commercially-owned  and  controlled 
sources  then  the  Army  has  three  options  available:  (a)  issue  a 
procurement  contract  for  continuing  "hot'1  (full)  or  "warm  base" 

(minimum  sustaining  rate)  production  during  peacetime;  (b)  layaway 
production  capability  or  otherwise  retain  access  to  such  capability 
via  the  national  security  clause  (cold  base);  or  (c)  place  items 
•enable  to  long-term  storage  in  mobilization  reserve  stockpiles 
own  as  D  to  P  stock  (?-Day  is  the  point  in  time  at  which  the  post 
D-Day  rate  •  f  production  of  an  item  equals  or  exceeds  the  rate  of 
consumption  of  that  item  and  continues  to  do  so  indefinitely) .  The 
mobilization  requirement  may  be  met  by  one  or  more  of  the  three  options . 
If  fully  satisfied  by  hot  or  warm  base  production  at  peacetime  levels, 
no  layaway  of  D  to  P  stock  is  necessary.  At  the  other  extreme  all 
three  options  may  have  to  'e  exercised.  This  determination  is  made 

.  the  capabilities  of  planned  producers  are  entered  on  AMC  Form  1446 
v_  ,  App  Gl),  as  required  by  AJCR  715-T312,  and  mobilization  production 
requirements  are  computed  on  the  same  form.  Form  1446  is  reviewed  for 
the  Phase  I  preliminary  evaluation  and  the  need  for  acquiring  D  to  P 
stock  i~  noted  at  that  time. 

The  AMP  may  contain  a  limitation  on  the  D  to  P  stock  that  nay 

be  procured,  depending  on  the  type  of  commodity  represented  by  the  end 

item.  Some  eoraaodities  have  no  limitations,  and  the  limitation  on  others 

13 

may  vary  from  time  to  tire  in  accordance  with  EEMA  Policy  and  Guidance  . 
Also,  D  to  P  stock  acquisition  may  not  occur  over  the  full  period  of  the 
economic  analysis,  although  it  is  usually  spread  out  as  much  as  possible. 
In  addition,  D  to  P  stock  quantities  may  vary  with  the  type  of  layaway 
considered  and  its  associated  production  leadtime .  Longer  leadtimes 
require  more  stock.  Regardless  of  tbs  existence  or  lack  of  limitations 
on  D  to  P  stock  acquisition  the.  cost  of  this  factor  Is  a  recurring  cost 
that  should  be  included  wherever  found  appropriate  by  the  submitting 
command . 


32 


Layaway  Cost .  The  next  cost  factor  to  be  included  is  the  cost 
of  physically  laying  away  the  production  equipment  to  be  retained. 

This  includes  the  cost  of  processing  for  storage,  plant  removal, 
transportation,  rehabilitation,  and  other  relevant  costs.  Layaway 
costs,  of  course,  are  entered  only  under  those  alternatives  that  include 
a  layaway  action.  Layaway  actions  are  usually  completed  within  one 
year,  but  for  certain  types  of  processing  plants  the  costs  may  carry 
over  into  additional  years  and  should  be  entered  as  applicable. 

Holding  Costs-.  Holding  costs  include  storage  and  maintenance 
expenditures  and  allowances  for  deterioration,  obsolescence,  and 
losses  due  to  accidental  damage  or  pilferage.  These  costs  will  apply 
and  must  be  computed  separately  for  end  items  that  are  stored  as  part 
of  D  to  P  stock  and  IEE  stored  as  a  layaway  package.  Holding  costs 
will  apply  during  each  year  of  the  economic  analysis  time  period  until 
a  layaway  line  is  reactivated. 

Reactivation  Cost.  The  cost  of  reactivation  of  a  layaway  line 
is  assumed  to  occur  only  at  the  end  of  the  last  year  of  the  analysis 
time  period.  The  study  concluded  that  reactivation  costs  should  be 
included  in  the  economic  analysis  because  a  layaway  line  would  have 
to  be  reactivated  to  provide  the  benefit  for  which  it  was  retained. 

If  one  does  not  intend  to  reactivate  in  the  event  of  an  emergency 
there  is  no  point  in  laying  away  a  production  capability.  Indus icn 
of  this  cost  at  the  end  of  the  time  period  reduces  its  effect  on  the 
analysis  to  a  minimum.  However,  if  it  is  desired  to  base  the  analysis 
strictly  on  peacetime  costs,  including  no  wartime  emergency  costs, 
reactivation  cost  may  be  omitted  for  this  reason  at  the  discretion  of 
the  using  command. 

Other  Cost  Factors.  Space  has  been  provided  in  Item  6  of  the 
Alternatives  Comparison  Sheet  for  other  possible  cost  factors.  Among 
these  may  be  the  cost  for  government  leasing  of  contractor-owned 
production  equipment,  which  is  a  remote  but  possible  alternative,  or 
the  opposite,  a  dollar  return  to  the  government  from  sale  ci-  lease  to 
a  producer.  There  may  also  be  costs  incurred  for  modifying  the 
production  equipment  to  convert  its  capability  for  producing  one  eri 
item  to  producing  a  similar  end  item  that  will  be  a  replacement.  This 
situation  will  occur  when  the  remaining  time  for  an  item  as  a  preferred 


item  is  very  short  and  it  is  desired  to  retain  and  convert  the  production 
capability  for  use  in  producing  a  new  item.  This  cost  should  be  entereu 
for  the  year  in  which  it  is  expected  to  occur,  and  the  preferred  time 
period  for  the  new  item  should  be  added  to  the  time  over  which  the 
economic  analysis  is  made. 

In  making  a  retention  recommendation  the  decision-maker  needs 
future  and  incremental  costs  for  analysis  purposes,  not  past,  sunk 
common  costs.  Costs  that  should  net  be  included  are  termination 
cancellation  charges  incurred,  if  these  are  the  reasons  rather  than 
contract  expiration,  for  shutdown  of  a  producing  line.  Since  these 
charges  would  be  incurred  regardless  of  the  alternative  chosen  for 
retention  of  the  production  capability  they  are  common  and  have  no 
effect  on  the  analysis  and  there  is  no  point  to  including  them.  Any 
other  costs,  such  as  administrative  costs,  that  would  be  the  same  for 
any  alternative  may  be  omitted  for  the  same  reason.  Facility  conversion 
costs  or  repair  costs  already  paid  for  should  also  be  omitted. 

Item  7  is  a  line  for  entering  the  total  discounted  cost  for  each 
alternative  for  the  full  time  period  of  the  analysis.  These  total  costs 
will  be  compared  by  the  using  command  to  choose  the  most  desirable 
alternative  for  retention. 

Benefit  Differentials.  Item  8  in  the  Alternative  Comparison  Sheet 
is  a  space  for  entering  qualifying  remarks  pertinent  to  any  of  the  costs 
included  in  or  excluded  from  the  economic  analysis.  This  space  should 
also  be  used  to  discuss  any  differences  that  might  be  expected  in  the 
benefits  to  be  obtained  from  any  of  the  alternatives  that  have  not 
already  been  quantified  in  dollar  terms.  It  is  anticipated  that  any  of 
the  alternatives  examined  would  provide  about  the  same  level  of  benefits 
in  that  the  retained  production  capability  would  be  almost  the  same 
regardless  of  how  the  equipment  was  retained,  since  any  acceptable 
alternative  must  meet  but  not  exceed  mobilization  requirements.  There 
would  be  differences  in  reactivation  leadtimes  and  costs,  but  any 
alternative  providing  an  unacceptable  leadtime  would  be  eliminated  by 
use  of  the  preliminazy  questionnaire  of  Phase  I.  If  there  will  be  any 
differences  in  production  capability  between  alternatives  due  to  the 
actual  IPE  to  be  retained  or  the  manner  of  retention,  these  should  be 
noted  under  Item  8.  Other  benefit  differentials  nay  derive  from  the 
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command's  past  experience  with  producers,  or  possible  loss  of  a  producer 
or  experienced  personnel  that  might  reault  from  a  particular  alternative, 
or  uncertainties  associated  with  sale  or  lease  alternatives. 

Cost  differentials  would,  however,  be  the  primary  basis  for  the 
economic  analysis.  Tradeoffs  between  costs  and  benefit  differentials 
have  not  been  formalized  in  the  Phase  II  analysis,  but  the  information 
is  displayed  on  the  Alternative  Comparison  Sheet  to  be  weighed  by  the 
cognizant  command,  according  to  their  experience  and  judgment,  in  making 
a  recommendation. 

Summary  of  Costs 

A  sample  of  the  proposed  form  for  summarizing  the  individual  cost 
factors  applicable  to  each  alternative  is  in  App  E>  The  form  identifies 
each  alternative  being  analyzed  (ite^  5)^  It  also  provides  (Item  7)  one 
column  for  entering  the  name  of  applicable  cost  factors  and  three  columns 
for  determining  the  discounted  annual  costs  for  each  cost  factor.  The 
annual  cost  is  entered  In  7a  from  the  backup  cost  sheet  previously 
prepared  for  each  cost  factor.  The  appropriate  discount  factor,  7b, 
which  is  always  a  number  less  than  1.000,  may  be  selected  from  App  F. 

The  discounted  annual  cost,  7c,  is  the  product  of  the  annual  cost  and 
the  discount  factor.  Totals  for  the  entire  time  period  are  to  be 
entered  as  Item  8.  One  of  these  Summary  Cost  Sheets  is  to  be  filled 
out  for  each  alternative  and  will  completely  state  the  costs  for  and 
benefits  to  be  obtained  from  that  alternative.  Only  the  discounted 
annual  costs  will  then  be  transferred  to  the  Alternatives  Comparison 
Sheet. 

Backup  f  eet  for  D  to  P  Stock  Acquisition  Costs 

A*.,  j  also  contains  an  example  of  the  kind  of  information 
that  should  be  necessary  to  compute  the  D  to  P  stock  acquisition  cost. 

A  separate  computation  of  D  to  P  stock  cost  will  have  to  be  made 
for  each  end  item  and  critical  component  involved  with  the  package  being 
analyzed.  Item  !»•  has  space  for  entering  the  number  of  items  involved. 
Item  5  will  record  any  limitation  on  D  to  P  stock  acquisition  if  such  a 
limitation  applies  for  the  items  being  computed.*  Items  6  through  13 


ti, 


*D  to  P  stock  limitations  are  specified  in  PP&G  in  terms  of  months 
of  level-off  production.  !Bie  months  must  be  converted  to  quantity  for 
use  in  the  analysis <  ^ 
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require  a  computation  of  the  total  D  to  P  stock  required  and  a  conversion 
of  quantity  to  cost,  based  on:  mobilization  requirements,  planned 
producer's  capabilities,  assets  as  of  some  point  in  time  such  as  a 
postulated  M-Day  or  the  beginning  or  end  of  a  funding  period,  and  the 
unit  cost  per  item.  Most  of  the  data  will  be  available  on  AMC  Form 
1 446.  Item  14  is  to  be  used  for  recording  data  sources.  The  cost  from 
Item  13  is  the  only  number  that  need  be  transferred  to  the  Summary  Cost 
Sheet . 

Backup  Sheet  for  Layaway  Costs 

The  layaway  cost  information  required  in  the  sample  backup  sheet 
for  layaway  costs,  App  E,  is  basically  the  same  as  that  called  for  in 
layaway  project  Exhibit  P-17  (see  App  B),  with  some  minor  exceptions 
noted  below.  Item  5  identifies,  if  known,  present  location  of  the  IPE 
to  be  retained  and  Item  6  indicates  the  year  in  which  the  costs  will  be 
incurred.  If  more  than  one  year  will  be  required  for  layaway,  separate 
backup  sheets  should  be  used.  The  costs  of  the  various  elements  of 
layaway  shown  in  Item  8  are  to  be  entered  in  the  appropriate  column  of 
Item  7,  according  to  the  type  of  layaway  being  considered.  There  are 
six  basic  elements  of  layaway  cost.  The  subelements  grouped  under 
Item  8(a)  identify  the  number  of  items  of  different  types  that  comprise 
the  layaway  package.  The  subelements  grouped  under  Item  8(e)  provide 
additional  detail  for  the  alternative  of  replacement  rather  than 
rehabilitation  of  some  of  the  IPE  in  the  package.  Only  lines  8(e) 

(3)  and  (f)  (l)  are  different  from  the  layaway  section  of  the  Exhibit 
P-17  form.  Item  9  is  the  total  layaway  cost  for  each  of  the  alternatives 
being  considered  and  these  figures  are  to  be  transferred  to  the  Summary- 
Cost  Sheet. 

Backup  Sheet  for  Holdin<~  "jsts 

A  sample  of  the  backup  information  needed  for  bolding  costs  is 
given  in  App  E.  Item  4  indicates  whether  the  holding  cost  information 
on  the  backup  sheet  is  for  the  end  items  in  the  D  to  P  stock  or  for 
the  IPE.  A  separate  backup  sheet  will  have  to  be  made  up  for  each  set 
of  holding  costs.  Items  5 >  6,  7>  and  8  all  have  a  bearing  on  holding 
costs.  In  Item  7  the  command  may  enter  a  percentage  of  the  unit  cost 
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to  be  used  as  a  simple  estimator  of  holding  cost  as  is  done  in  FM  38-22 
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•"or  secondary  items .  AMC  has  supplied  RAC,  for  use  in  another  study, 
a  figure  of  15$  to  be  used  for  holding  costs  for  items  likely  to  be 
airlifted  overseas.  This  figure  includes  storage  and  handling  (1$), 
loss  and  pilferage  (l$),  and  obsolescence  (13’3&)'L^.  The  percentage 
would  vary  with  the  type  of  commodity  being  considered  but  would  be  a 
rapid  way  of  estimating  the  holding  costs  for  end  items.  For  certain 
types  of  ammunition  it  is  believed  by  MLJCOM  that  holding  costs  do  not 
apply  tt  all  because  storage  depot  operating  costs  are  relatively  fixed 
regardless  of  whether  the  warehouse  is  full  or  half-full.  These  cost 
elements  must  therefore  be  computed  on  the  basis  of  the  judgment  of  the 
submitting  command  and  entered  in  Item  10,  with  a  total  at  Item  11  which 
is  then  added  to  the  total  of  IPE  holding  costs  and  transferred  to  the 
Summary  Cost  Sheet.  The  annual  holding  cost  for  end  items  may  vary 
depending  on  the  size  of  the  stockpile. 

As  a  factor  in  computing  IPS  holding  costs,  there  may  be  very 
little  deterioration  or  losses.  As  for  obsolescence,  it  is  believed 
there  will  be  no  obsolescence  of  the  equipment  if  the  design  of  the 
item(s)  to  be  produced  is  not  changed  over  the  time  period  of  the 
analysis.  If  the  HE  is  capable  of  producing  the  end  item(s)  at  the 
time  of  layaway  it  will  be  equally  capable  of  producing  them  upon 
reactivation,  although  perhaps  not  as  efficiently  els  some  new  production 
equipment  that  might  be  available  at  that  time.  If  the  end  item(s)  design 
is  expected  to  change,  some  provision  may  have  to  be  made  for  obsolescence 
of  the  ITE. 

Backup  Sheet  for  Reactivation  Costs 

Appendix  E  contains  a  sample  backup  sheet  for  reactivation  costs. 

In  Item  k  the  location  of  the  layaway  should  be  recorded  as  it  will 
affect  reactivation  costs.  The  final  project  year  to  be  noted  in  Item  5 
will  determine  the  discount  factor  to  be  used,  and  this  factor  is  to  be 
entered  in  Item  6.  The  basic  cost  elements  for  reactivation  are  shown 
in  the  first  column,  and  costs  for  these  elements  may  be  entered  as 
appropriate  for  each  layaway  alternative  under  the  proper  column  in 
Item  T«  Item  8  provides  totals  that  are  to  be  transferred  to  the  Summary 
Cost  Sheets,  Reactivation  may  incur  personnel  costs  as  well  els  operating 
costs.  Some  reactivation  costs  may  be  difficult  to  estimate  as  they  may 


37 


<^> 


be  included  in  procurement  costs  or  may  come  in  an  overall  package  from 
a  contractor.  A  possible  guide  would  be  the  reversal  of  layaway  costs. 
Instructions  for  Completing  Economic  Analysis  Forms 

Detailed  guidance  for  preparation  of  the  Fnase  II  economic  analysis 
summary  and  backup  analysis  sheets  is  supplied  in  App  E.  It  is  entirely 
possible  and  very  likely  that  the  submitting  command  will  assemble 
additional  supporting  data  for  the  various  backup  data  sheets  described 
above.  The  contents,  amount,  and  form  of  such  additional  data  will  be 
at  the  discretion  of  the  command.  Any  necessary  security  classification 
of  the  information  in  Phase  n  is  also  the  responsibility  of  the  using 
command* 

DISTRIBUTION  OF  ECONOMIC  ANALYSIS  FORMS 

It  is  expected  that  there  will  be  four  levels  of  "users "  for  the 
products  of  the  proposed  methods:  originators,  checkers,  reviewers, 
and  approvers.  A  major  subordinate  command  would  be  the  originator 
and  forward  the  forms,  depending  on  the  situation,  tc  another  agency 
(probably  PEQUA)  designated  by  HQ  AMD  to  check  and  verify  the  information 
prior  to  further  action.  HQ  AMC  and  DCSLOG  levels  would  then  review  and 
forward  the  recommendations  to  the  Assistant  Secretary  level  for  final 
appro val/disapproval.  The  process  leading  to  approval/ disapproval  is 
illustrated  in  Fig.  3  for  four  possible  situations  that  are  anticipated. 

In  the  first  situation  a  decision  will  have  been  made,  by  use  of 
Sections  1  and  7  of  the  Phase  I  preliminary  evaluation,  not  tc  retain 
the  production  package  being  shut  down  due  to  lack  of  mobilization  or 
other  requirements.  In  such  a  situation  the  originator  would  retain  a 
copy  of  Sections  1  and  7  of  Phase  I  for  record  and  proceed  with  cxcessing 
and  disposal  of  the  production  capability  in  accordance  with  existing 
procedures  and  regulations .  Approval  of  such  a  decision  is  not  necessary 
above  the  major  subordinate  command  level. 

In  the  second  situation  an  alternative  not  involving  a  layaway 
action  will  have  been  chosen  by  use  of  Phase  I  only,  without  need  for 
the  Phase  II  detailed  economic  analysis.  In  this  situation  the  submitting 
command  will  forward  two  completed  copies  of  Phase  I  to  PEQUA  for  checking 
ana  verification  of  the  contents.  If  PEQUA  questions  the  contents  of 
Phase  I,  differences  will  have  to  be  resolved  with  the  submitting  command. 
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When  PEQUA  completes  its  verification  of  Phase  X,  and  the  alternative 
chosen  does  not  require  a  layaway  action,  it  will  forward  a  letter  to 
HQ  AMO  indicating  concurrence  with  the  decision.  KQ  AMC  will  retain 
the  letter  on  file  for  record,  and  no  further  approvals  at  higher  levels 
will  be  required.  PEQUA  will  retain  its  copy  of  Phase  X  on  file  for 
five  years  or  until  the  IPE  package  becomes  active  or  is  subject  to 
disposal. 

The  thirl  situation  is  similar  to  the  second  in  that  an  alternative 
will  have  been  chosen  by  use  of  Phase  I  only.  The  difference  lies  in 
that  the  'Itemative  chosen  will  involve  a  layaway  action  that  requires 
higher  level  approval.  Therefore,  for  this  situation  the  submitting 
command  will  forward  six  copies  of  Phase  I  along  with  the  Format  A 
layaway  authorization  request  and  any  supplementary  information 
(described  on  p  42)  to  PEQUA  for  checking  and  verification  of  the 
contents.  Again,  upon  satisfaction  of  any  PEQUA  comments  five  copies 
of  the  completed  Phase  I  will  be  sent  with  the  Format  A  and  supplementary 
information  to  HQ  AMC  for  review.  From  AMC  onward  both  documents  will 
follow  existing  procedures  for  review  and  approval  of  Format  A  submissions 
at  DC3L0G  and  the  Assistant  Secretary  levels. 

In  the  fourth  situation  use  of  Phase  I  will  net.  have  been  sufficient 
to  select  an  alternative,  and  the  full  Phase  II  economic  analysis  will 
have  been  completed.  In  this  situation  the  submitting  command  will 
forward  two  copies  of  the  completed  Phase  I  and  all  the  Phase  II  economic 
analysis  forr  f,  along  with  the  Format  A  layaway  authorization  request 
and  supplement  y  information  to  PEQUA  for  checking  and  verification  of 
the  contents.  Agaxn,  upon  satisfaction  of  any  PEQUA  comments,  PEQUA  will 
retain  the  conpleted.  Phase  I  and  all  the  Phase  H  Summary  Cost  Analysis 
Forms  and  Backup  Sheets.  Only  four  copies  of  the  Alternatives  Comparison 
Sheet,  which  is  the  final  result  of  the  Phase  II  economic  analysis,  will 
be  forwarded  to  HQ  AMC  and  or.  through  the  review  and  approval  lines  of 
authority  with  the  Format  A  layaway  request. 

In  the  very  unlikely  event  that  an  economic  analysis  will  include 
an  alternative  other  them  layaway  and  such  an  alternative  is  eventually 
selected,  HQ  AMC  should  receive  the  complete  Phase  I  and  Phase  II  economic 
analysis  forms  after  check  and  verification  by  PEQUA,  and  no  further 

reviews  or  approvals  will  be  needed. 

40 


EFFECTS  OF  PROPOSED  METHODOLOGY  ON  EXISTING  PROCEDURES 

If  the  improved  methodology  is  accepted  by  HQ  AMC,  some  changes 
in  existing  forms  and  procedures  would  have  to  be  made  to  implement  the 
economic  analysis  in  the  field.  First,  some  minor  revisions  will  be 
required  to  AMC  Form  1446  (see  App  Gl).  These  will  include  recording 
the  date  and  source  of  mobilization  requirements  data,  by  user,  below 
Section  II  or  in  Section  V  -  "Remarks";  adding  a  coluaa  for  the  number 
of  months  to  attain  maximum  capability  to  the  list  of  current  and 
planned  producers  and  their  production  capabilities  in  Section  IH:  and 
also  noting  in  Section  V  -  Remarks,"  the  date  of  the  last  survey  of 
alternate  sources  made  by  the  command  (in  accordance  with  the  require¬ 
ments  of  AR  700 -4310,  App  6.  Item  B),  and  the  person  responsible.  These 
revisions  may  be  made  as  shown  in  App  G2.  MUOOM  EQ  East  is  currently 
working  on  automating  AM C  Form  1446.  If  this  development  is  successful 
and  adopted  by  all  AMC  commands,  the  changes  suggested  in  App  G2  could 
be  incorporated  in  any  way  that  would  be  compatible  -with  the  new  computer 
printouts. 

Forms  would  have  to  be  printed  for  the  Phase  I  preliminary  evaluation 
and  possibly  for  the  six  data  formats  conprising  the  Phase  II  economic 
analysis,  although  the  formats  provided  in  this  document  could  be  used 
as  examples  by  the  using  commands  as  they  prepared  their  own  analyses. 

Certain  Amy  regulations  such  as  AR  700-90,  AR  700-43,  and 
AR  700-34  would  have  to  be  revised  to  require  performance  of  the 
proposed  economic  analysis  at  least  90  days  prior  to  an  anticipated 
shutdown  of  an  operating  production  line  and  prior  to  or  in  conjunction 
with  submission  of  a  Format  A  for  layaway  authorization.  The  regulations 
would  also  have  to  be  revised  to  require  the  inclusion  with  Format  A 
of  the  supplementary  documentation  described  later  in  this  chapter. 

Such  revisions  would  have  to  be  coordinated  witb  the  other  services 
where  necessary  in  the  cases  of  joint  regulations. 

In  addition,  it  will  be  necessary  for  HQ  AMC  to  make  formal 
arrangements  with  n’TPEC  to  conpute  and  submit  to  the  cognizant  coranand 
for  inclusion  with  the  Format  A  (layaway),  as  necessary.  Reutilization 
Value  Percentages  (KVP's)  for  all  items  of  IPE  in  a  proposed  layaway 
package.  In  connection  with  the  eonputation  of  HVP  by  DIPEC  it  would 
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be  desirable  for  the  submitting  command  to  forward  to  DIPEC  for  this 
purpose  an  estimate  of  the  rehabilitation  cost  for  each  item  of  IPE 
requiring  rehabilitation.  Lacking  such  an  estinate,  DIPEC  can  compute 
the  RVP  using  a  fixed  percentage  based  on  past  experience  with  other  IPE, 
but  the  accuracy  would  not  be  as  good. 

Supplementary  information  that  is  suggested  to  accompany  submit vion 
of  a  Format  A  for  layaway  purposes  is  as  follows: 

1.  A  copy  of  or  reference  to  the  AMC  Form  1446  (revised  per  App  G2) 
which  contains  the  mobilization  requirements  and  other  basic 
data  for  the  end  items  to  be  produced. 

2.  If  the  IPE  to  be  laid  away  is  in  a  contractor's  plant,  note 
the  date  that  interim  storage  charges  couxd  begin,  and  the 
amount. 

3.  Add  to  the  list  of  IPE  an  indication  of  which  items  have  a 
Reutilization  Value  Percentage  less  than  30  percent. 
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Appendix  A 

ALTERNATIVES  FOR  RETENTION  OF  PRODUCTION  CAPABILITY 


Sale  of  IPE  to  Planned  Producer 

Leane  of  IfE  to  a  Planned  Producer 

Rent  Free  Maintenance  Exchange  with  a  Planned  Producer 

Active  Ea.  .  Layaway 

Standby  Layaway 

lockage  Plant  layaway 

Government  Leasing  of  Contractor- Owned  Equipment 
Disposal  of  IPE 
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The  National  Industrial  Reserve  Act  of  19*^8  provides  measures  for 
retention  of  an  essential  nucleus  cf  government-owned  industrial  manu¬ 
facturing  plants  and  a  national  reserve  of  machine  tools;  and  related 
equipment  to  be  used  in  times  of  national  emergency.  The  National 
Industrial  Reserve  consists  of  excess  industrial  property,  i.e.,  facili¬ 
ties  or  plant  equipment  that  may  be  sold,  leased  or  otherwise  disposed 
of  by  the  United  States  subject  to  the  National  Security  Clause.  This 
clause  reserves  for  the  government  priority  use  of  the  equipment  during 
a  national  emergency.  The  reserve  was  established  pursuant  to  PL  883 
by  the  80th  Congress.  Under  the  Act  the  Secretary  of  Defense  is  respon¬ 
sible  for  determining  which  industrial  plants  under  the  jurisdiction  of 
the  Military  Departments  are  not  required  and  for  reporting  such  property 


excess  to  the  General  Services  Administration  (GSA)  for  disposal.  GSA 


effects  sales  under  the  Federal  Property  Services  Administrative  Act 
of  1949. 

The  difficulty  with  this  alternative  is  the  long  time  period  re- 
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quired  to  declare  all  the  equipment  excess  through  existing  procedures 
and  the  likelihood  that  some  other  service  would  claim  some  of  the  IPE 
prior  to  its  release  to  GSA  for  sale,  thus  destroying  the  integrity  of 
the  production  package.  A  bill  (HR  168  )  reintroduced  by  Representa¬ 
tive  Gubser  in  1971  may  contain  provisions  that  would  facilitate  the 
sale  of  government --owned  equipment. 
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LEASE  OF  TJFE  TO  A  PLANNED  PRODUCES 

The  National  Industrial  Reserve  Act  of  1948  also  provides  that  the 
Secretary  of  Defense  may  lease  an  entire  plant  and  its  equipment  subject 
to  the  National  Security  Clause.  The  lease  arrangement  would  be  made  by 
C3A  for  the  Department  of  Defense.  The  National  Security  Clause  terms 
and  conditions  usually  obligate  lessees  as  follows: 

1.  To  assure  provision  of  the  capability  to  perform  the  functions 
for  which  the  facilities  have  been  designated,  within  120  days. 

2.  To  maintain  designated  facilities  in  accordance  with  sound 
industry  practice  while  in  active  current  use. 

3.  To  refrain  from  making  alterations  or  changes  which  would  im¬ 
pair  performance  for  assigned  functions  unless  restoration  could  be 
made  within  60  days. 

4.  To  refrain  from  disposal  of  associated  machine  tools  unless  re¬ 
placed  with  equivalent  items. 

5.  To  assure  that  any  sub-lease  will  expressly  provide  for  convey¬ 
ance  subject  to  the  provisions  of  the  National  Security  Clause. 

The  clause  also  provides  for  negotiation  in  the  event  of  repossession, 
to  arrange  for  contractual  terms  incidental  to  production  requirements  of 
the  Military  Departments.  In  such  event  the  Government  agrees  to  pay  fair 
and  reasonable  compensation  for: 

1.  Losses  resulting  from  work  in  progress  that  cannot  be  completed, 
excluding  profits. 

2.  Costs  incurred  to  restore  or  alter  as  directed  by  the  Government. 

Leasing  may  also  be  accomplished,  with  less  stringent  requirements, 

under  the  Military  Leasing  Act  of  1947.  The  leasing  act  authorizes  the 
Secretary  of  a  Military  Department  to  lease  real  or  personal  property 
under  his  control  whenever  the  Secretary  considers  it  advantageous  to  the 
government. 

ThiJ  law  was  enacted  primarily  for  leasing  industrial  production 
facilities,  although  it  is  not  limited  to  this  category  of  property.  The 
law  authorizes  a  lease  for  any  purpose  as  long  as  its  conditions  are  met. 
The  major  conditions  of  the  statute  require  t'nat: 


(rac) 


1.  The  lease  must  promote  national  defense  or  be  in  the  public 
interest. 

2.  Property  to  be  leased  is  not  excess  property  to  the  depart¬ 
ment. 

3.  Property  to  be  leased  is  not  for  the  time  needed  for  public 
v  and 

4.  The  lease  must  be  revocable  by  the  Secretary. 

The  lease  entered  into  pursuant  to  this  statute  may  be  for  a  period  net 
exceeding  five  years  unless  the  Secretary  determines  that  a  longer  period 
will  promote  the  national  defense  or  be  in  the  public  interest. 

KENT  FREE /MINTENANCE  EXCHANGE  WITH  A  PLANNED  PRODUCER 

The  Military  Leasing  Act  of  1947  contains  a  special  feature  in 
that  a  lease  may  provide  for  the  maintenance,  protection,  repair  or 
restoration  of  the  property  by  the  lessee  as  a  part  or  all  of  the  con¬ 
sideration  for  the  lease  of  such  property.  Under  this  provision  there 
will  be  no  cost  to  the  government  for  maintaining  the  facilities  during 
the  time  they  are  under  lease.  Also,  the  equipment  docs  not  have  to  be 
declared  excess,  the  Military  Department  may  negotiate  directly  with  the 
planned  producer  and  no  National  Security  Clause  is  required. 

ACTIVE  EASE  LAYAWAY 

An  active  base  package  consists  of  government-owned  industrial 
equipment  not  currently  in  productive  use,  located  in  an  active  facility 
and  specifically  retained  to  provide  an  immediate  accelerated  production 
capability  in  the  event  of  an  emergency,  or  to  be  used  following  a  change¬ 
over  to  a  new  or  modified  end  item. 

STANDBY  LAYAWAY 

A  standby  line  is  a  complement  of  installed  IH2  maintained  intact 
in  a  reserve  condition  for  future  activation  as  a  unit  and,  which  when 
activated,  is  capable  of  producing  a  designated  end  item  or  items  at 
a  specific  rate  of  production.  A  standby  line  may  be  retained  in  either 
a  power-on  or  power-off  condition.  Pcver-on  permits  periodic  recycling 
of  IPE  if  necessary,  and  a  slightly  faster  reactivation  time. 
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PACKAGE  PLANT  LAYAWAY 

Package  plant  equipment  is  a  complement  of  government-owned  IPE 
not  currently  in  productive  use  which  is  assigned  to  a  specific  produc¬ 
tion  program  and  which,  as  an  entity  or  combined  with  other  available 
equipment,  will  be  capable  of  producing  a  military  end  item  or  component 
thereof  at  a  specific  rate.  The  equipment  may  be  stored  in  a  contractor 
or  government -cvmed  plant  or  at  storage  installations  under  government 
custody,  in  a  national  industrial  reserve  plant,  or  as  part  of  the  Depart 
ment  of  Defense  (DOD)'  or  National  Industrial  Equipment  Reserve. 

GOVERNMENT  LEASING  OF  CONTRACTOR - WNED  EQUIPMENT 

In  situations  where  no  planned  producer  is  willing  to  buy  or  lease 
government-owned  equipment,  and  such  equipment  is  mixed  with  contractor- 
owned  equipment  to  provide  a  specific  production  capability  that  the 
government  wants  to  retain,  the  government  may  elect  to  lease  the 
contractor-owned  equipment  to  maintain  a  capability.  This  alternative 
is  undesirable  and  is  contrary  to  DC®  policy  end  objectives  but  may  be 
used  as  a  last  resort  rather  than  losing  or  impairing  a  production  capa¬ 
bility. 
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DISPOSAL  OF  IPE 

If  no  valid  reason  is  found  for  retaining  a  government-owned  pro¬ 
duction  capability  then  the  IPS  should  he  disposed  of  by  declaring  it 
to  DIFEC  as  excess  using  existing  procedures.  If  DIEEC  has  no  requisi¬ 
tions  for  the  equipment  and  no  need  to  retain  it  for  an  industrial  re¬ 
serve  the  equipment  will  be  distributed  outside  DOD  or  sold  by  GSA 
through  existing  channels. 
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CURRENT  PROCEDURES  FOR  LAYAWAY  PACKAGES 
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Format  A 

Inclosure  for  Format  A 
Exhibit  P-17  (Parts  I  and  II ) 


1*215.18  (Enel  3) 
Dec  10,  6k 


FORMA?  A 


PACKAGE  PLANT,  STANDBY  LINE,  OR  ACTIVE  BASE  PACKAGE 

FACT  SHEET 


1.  Sponsoring  Department 

2.  Bureau,  Command,  Corps _ 

3.  Military  Item  to  be  produced _ 

4.  Name  and  location  of  facility  where  the  equipment  would  be  used  upon 
mobilisation 

5.  Total  number  of  items  costing  $1000  or  more  in  the  line 

6.  Are  all  of  the  items  of  industrial  plant  equipment,  required  to  produce 

the  military  item,  government-owned? _ 

7.  If  answer  to  6  is  no,  how  many  privately  owned  items  are  required? 

8.  Has  the  contractor,  if  involved,  agreed  to  retain  the  privately  owned 
equipment  which  is  required  to  be  used  in  conjunction  with  the 
government-owned  items?  __ ________ 

9.  Is  this  package  or  line  complete,  including  tooling,  jigs,  dies, 

fixtures,  etc. ,  in  the  numbers  and  amounts  needed  to  produce  the 
mobilization  items?  _ YES _ NO 

10.  What  was  the  date  of  the  last  determination  of  need  for  the  continued 

retention  of  the  package  or  line  ? _ 

11.  Additional  information: 

12.  Attached  hereto  is  a  list  of  the  IPE  in  the  package,  or  line  identified 
by  PEC/SCC  code  and  departmental  identification  numbers. 

I  certify  that  the  (package  plant)  (standby  line)  or  (active  base  package) 

described  above  meets  all  criteria  contained  in  Enclosure  4  to  Department 

of  Defense  Instruction  4215.18,  December  10,  1964. 

DATE 


ASSISTANT  SECRETARY  (ARMY),  (NAVY),  (AIR  FORCE); 
AGENCY  DIRECTOR; 


or 


Remarks: 


-designee 
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DEPARTMENT  OF  THE  ARMY 

HEADQUARTERS  UNITED  STATES  ARMY  MATERIEL  COMMAND 
WASHINGTON.  D/S.  Kill 


AMCPP-PI 


16  August  1968 


SUBJECT:  Format  A  Requests  to  Establish  ASOO  Packages 


SEE  DISTRIBUTION 


1.  It  has  been  determined  by  higher  authority  that  additional 
information  will  be  required  to  expedite  the  processing  of  Formats  A. 

2.  An  inclosure  shall  be  furnished  with  each  now  Format  A  submission 
to  provide  the  following  data  for  each  item  planned  to  be  produced  by 
the  proposed  ASOO  package* 

a.  Mobilization  requirements  (breakdown  by  using  Department 
(Army,  Navy,  Air  Force)  where  applicable) 

b.  Identity  of  current  and  planned  mobilization  production  sources, 
their  respective  maximum  production  capabilities  and  number  of  months 
required  to  reach  maximum  rate.  Identify  both  private  and  government 
sources. 

c.  When  it  is  proposed  to  retain  the  equipment  on  a  contractor’s 
site  in  lieu  of  a  government-owned  site,  include  a  comparative 
analysis  of  costs  and  reactivation  leadtimes. 

3.  A  change  will  not  be  made  to  the  new  AR  700-34  (distribution  now 
pending)  until  the  DOD  Instruction,  which  it  implements,  is  revised. 
Until  the  change  is  made,  the  provisions  of  this  letter  will  remain 
in  effect. 

FOR  THE  COMMANDER: 


DISTRIBUTION: 
B-l  &  PEQUA 


E.  F.  DeATLEY  \  / 

Chief,  Plans  Division 
Directorate  of  Procurement 
and  Production 


AR  700-40 


10  July  1970 


EXHIBIT  P-17  (Part  II)  Project  No. - 

9.  Item(fl)  produced. 

10.  Current  and  projected  posture. 

*.  End  item(8)  produced. 

b.  Production  capacity :  MIN  1-4-6  2-4-8  MAX 

(1)  Active  facilities  _  _  _  _ 

(2)  Inactive  facilities  - -  -  - 

(3)  Present  total 

capacity _  _  _  _  _ 


11.  Description  of  facilities. 

12.  Scope  of  project 

13.  Replacement  value  of  facilities. 

x.  Land  and  improvements - f . 

b.  Buildings -  . 

c.  Severable* -  . 

(1)  Industrial  plant  equipment 

(DIPEC  reportable) _  . 

(2)  Other  production  equipment 

(Includes  non-DIPEC  reportable 
special  tooling  and  special  test 
equipment)  _  . 

(8)  Nonproduction  equipment -  . 


d.  Nonseverables _  $ _ 

c.  Total  -  | _ 


14,  Detailed  cost  data. 

a.  Layaway,  relayaway,  redistribution  and/or  disposal 
(estimated  costs) 

(1)  Processing  for  storage _  $. 

(a)  Number  of  items  (DIPEC  report- 

able  _ _  _ 

(b)  Number  of  items  of  OPE _  _ 

(c)  Number  of  items  of  non-production 

equipment _  _ 

(2)  Removal  from  plant  and  preparation  for  shipment  f. 


(3)  Transportation  to  storage _  _ 

(4)  Receive  and  store  at  layaway  location _  _ 

(5)  Rehabilitation  of  equipment  total _  $ _ 

(a)  Number  of  items _  _ 

(b)  Replacement  value _ 3 _ 

(6)  Other  expenses  (specify) _  % _ 

TOTAL  _  | _ 

Fijrkrt  3-11.  Fermat  fer  Exhibit  P-17  (Part  11). 

(Detailed  inatractiona  follow.) 
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Appendix  C 

SAMPIE  POUJ- BCOHOH3C  ANALYSIS— 
DC©  INVESTMENTS,  SUMMARY 
OF  FR0J3CT  COSTS,  FOFMAT  A 
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ECONOMIC  ANALYSIS— DOD  INVESTMENTS 
SUMMARY  OF  PROJECT  COSTS 
FORMAT  A 


1.  Submitting  DoD  Component: _ 

2.  Date  of  Subminion: _ 

5.  Project  Title: _ 

4.  Description  of  Project  Objective 

6.  Alternative: _ 


_ 6.  .Economic  Life: 


8.  Project  Costs 


Project 


ft* 

Nonrecurring 

b. 

Recurring 

RAD 

Investment 

Operations 

4  June  1969 


Annual 

Costs 


Discount 

Factor 


Discount*' 


Annual 


10a.  Total  Project  Cost  (discounted)  _ 

10b.  Uniform  Annual  Cost  (without  terminal  value)  ______ 

11.  Leas  Terminal  Value  (discounted)  _ 

12a.  Net  Total  Project  Cost  (discounted)  _ 

12b.  Uniform  Annual  Cost  (with  terminal  value)  ______ 

13.  Source/.Derivation  of  Cost  Estimates:  (use  as  much  space  as  required) 

a.  Nonrecurring  Costs: 

1)  Research  A  Development: 

2)  Investment: 

b.  Recurring  Cost: 

c.  Net  Terminal  Value : 

<3.  Other  Considerations: 

14.  Name  and  Title  of  Principal  Action  Officer  Date 

Figure  3-1. 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


INTRODUCTION 


This  appendix  has  been  prepared  to  describe  completely  the 
contents  of  Hiase  I  —  Preliminary  Evaluation  of  Alternatives,  of  the 
Economic  Analysis  for  Retention  of  Mobilization  Production  Capability. 
Hie  appendix  has  been  designed  to  permit  its  removal  from  this  report 
as  a  complete  entity  for  reproduction  and  subsequent  application  ty 
the  Amy  at  AMC  major  subordinate  commands.  Included  are  instructions 
for  use  of  the  Hiase  I  evaluation,  a  list  of  alternatives  to  be  evalu¬ 
ated  and  a  set  of  the  seven  sections  of  questions  that  make  up  the 
evaluation  procedures. 


INSTRUCTIONS  FOR  USE  OF  PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Purpose 

This  preliminaiy  evaluation  method  has  been  developed  to  aid 
major  subordinate  commands  of  the  AMC  in  reviewing,  justifying  and 
selecting  from  among  IPS  retention  alternatives  resulting  from  the 
anticipated  shutdown  of  an  on-going  production  line.  Its  use  is  in¬ 
tended  when  retention  of  production  capability  under  Army  control  should 
be  considered  to  meet  future  mobilization  production  requirements. 

The  preliminary  evaluation  is  the  first  step  in  developing  an 
economic  basis  for  justifying  the  choice  of  an  alternative.  Its  pur¬ 
pose  is  to  quickly  eliminate  infeasible  alternatives  from  considera-*  ^ 
and  thereby  reduce  the  scope  and  effort  required  for  a  more  detailed 
economic  analysis. 

The  preliminary  evaluation  should  not  be  used  to  force  a  decision 
to  avert  the  need  for  the  more  detailed  Hiase  II  economic  analysis.  Its 
use  does  permit  consideration  of  the  facts  of  the  shutdown  situation  in 
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a  standardized,  logical  sequence  of  questions.  In  so  doing  it  also 
permits  alternatives  to  drop  out  for  good  cause.  In  the  event  that 
Phase  II  of  the  economic  analysis  is  finally  found  necessary,  completion 
of  the  preliminary  evaluation  provides  much  basic  information  to  aid  the 
planner  in  performing  the  Phase  II  economic  analysis. 

Procedures 

Phase  I  has  been  divided  into  seven  sections  to  facilitate  its 


use.  No  user  will  have  to  apply  more  than  five  since  there  are  separate 
sections  for  GOGO,  GOCO  and  COCO  facilities.  Ihe  user  should  begin  with 
question  1.1  and  continue  through  the  sections  only  as  far  as  necessary 
to  eliminate  all  but  one  alternative.  The  preliminary  evaluation  may 
be  stopped  as  soon  as  there  is  only  one  alternative  remaining.  Columns 
have  been  provided  on  the  right  side  of  each  page  in  which  the  user  can 
{*)  a  YES  or  NO  answer  to  a  question  and  record  the  date  on  which  it 
was  answered.  The  dates  will  indicate  any  delays  encountered  in  com¬ 
pleting  Phase  I  due  to  lack  of  information. 

A  list  of  possible  alternatives  has  been  provided  to  permit  the 
user  to  cross  out  those  that  are  eliminated  during  Phase  I  and  know 
which  remaining  alternatives,  if  any,  are  to  be  examined  by  the  Phase  II 
economic  analysis.  Space  has  been  provided  for  additior?!  alternatives, 
if  applicable.  Space  for  applicable  remarks  or  entry  of  data  has  been 
provided  following  many  of  the  questions.  An  additional  sheet  has  been 
attached  at  the  end.  Section  J}  for  cross  referencing  any  further 
explanation  or  comments  deemed  necessary  by  the  submitting  command  and 
certifying  the  completed  work. 

It  is  possible  that  the  answers  to  some,  questions  will  require 
classification  of  some  portions  of  Phase  I.  Proper  classification  of 
such  information  is  the  responsibility  of  the  user. 

Should  Phase  I  be  completed  without  reducing  the  alternatives 
to  only  one,  the  remaining  alternatives  are  to  be  subjected  to  the  full 


Phase  II  economic  analysis  procedure  to  aid  in  effecting  a  decision. 


Distribution  of  Completed  Phase  I  Evaluation 


Four  different  situations  are  anticipated  for  distribution  of 
completed  Phase  I  preliminary  evaluation  to  higher  authority,  if  required. 
These  situations  are  illustrated  in  Fig.  Dl. 
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a  standardized,  logical  sequence  of  questions.  In  so  doing  it  also 
permits  alternatives  to  drop  out  for  good  cause.  In  the  event  that 
Phase  II  of  the  economic  analysis  is  finally  found  necessary,  completion 
of  the  preliminary  evaluation  provides  much  basic  information  to  aid  the 
planner  in  performing  the  Phase  II  economic  analysis. 

Procedures 

Phase  I  has  been  divided  into  seven  sections  to  facilitate  its 
use.  No  user  will  have  to  apply  more  than  five  since  there  are  separate 
sections  for  GOGO,  GOCO  and  CGCO  facilities.  Ihe  user  should  begin  with 
question  1.1  and  continue  through  the  sections  only  as  far  as  necessary 
to  eliminate  all  but  one  alternative.  The  preliminary  evaluation  may 
be  stopped  as  soon  as  there  is  only  one  alternative  remaining.  Columns 
have  been  provided  on  the  right  side  of  each  page  in  which  the  user  can 
( V)  a  YES  or  NO  answer  to  a  question  and  record  the  date  on  nich  it 
was  answered.  The  dates  will  indicate  any  delays  encountered  in  com¬ 
pleting  Phase  I  due  to  lack  of  information. 

A  list  of  possible  alternatives  has  been  provided  to  permit  the 
user  to  cross  out  those  that  are  eliminated  during  Phase  I  and  know 
which  remaining  alternatives,  if  any,  are  to  be  examined  by  the  Phase  II 
economic  analysis .  Space  has  been  provided  for  additional  alternatives, 
if  applicable.  Space  for  applicable  remarks  or  entry  of  data  has  been 
provided  following  many  of  the  questions.  An  additional  sheet  has  been 
attached  at  the  end,  Section  7,  for  cross  referencing  any  further 
explanation  or  comments  deemed  necessary  by  the  submitting  command  and 
certifying  the  completed  work. 

It  is  possible  that  the  answers  to  some  questions  will  require 
classification  of  some  portions  of  Phase  I«  Proper  classification  of 
such  information  is  the  responsibility  of  the  user. 

Should  Phase  I  be  completed  without  reducing  the  alternatives 
to  only  one,  the  remaining  alternati’.  is  are  to  be  subjected  to  the  full 
Phase  II  economic  analysis  procedure  to  aid  in  effecting  a  decision. 


Distribution  of  Completed  Phase  I  Evaluation 


Four  different  situations  are  anticipated  for  distribution  of 
completed  Phase  I  preliminary  evaluation  to  higher  authority,  if  required 
These  situations  are  illustrated  i u  Fig.  Dl. 
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Situation 


Fig.  D) — Distribution  and  Approval  of  Economic  Analysis  and  I  ayoway — Associated  Forms 
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In  the  first  situation  a  decision  will  have  been  made  by  use  of 
Sections  1  and  7  of  the  Phase  I  preliminary  evaluation  not  to  retain 
the  production  package  being  shut  down  due  to  lack  of  mobilization  or 
other  requirements.  In  such  a  situation  the  originator  would  retain  a 
copy  of  Sections  1  and  7  of  Phase  I  for  the  record  and  proceed  with  exces- 
sing  and  disposal  of  the  production  capability  in  accordance  with  exis¬ 
ting  procedures  and  regulations.  Approval  of  such  a  decision  is  not 
necessary  above  the  major  subordinate  command  level. 

In  the  second  situation  an  alternative  net  involving  a  layaway 
action  will  have  been  chosen  by  use  of  Phase  I  only,  without  need  for 
the  Phase  II  detailed  economic  analysis.  In  this  situation  the  sub¬ 
mitting  command  will  forward  two  completed  copies  of  Phase  I  to  PBQUA 
for  checking  and  verification  f  the  contents.  If  PEQUA  questions  the 
contents  of  Phase  I,  differences  will  have  to  be  resolved  with  the  sub¬ 
mitting  command.  When  PEQUA  completes  its  verification  of  Phase  I,  and 
the  alternative  chosen  does  not  require  a  layaway  action,  it  will  send 
a  letter  t  ->  HQ  AMC  (AMC  RP-OIP)  indicating  concurrence  with  the  decision. 
HQ  AMC  will  keep  the  letter  on  file  for  record  snd  no  further  approvals 
at  higher  levels  will  be  required.  PBQUA  will  retain  its  copy  of  Phase  I 
on  file  for  five  years  or  until  the  IPE  package  becomes  active  or  is 
subject  to  disposal. 

The  third  situation  is  similar  to  the  second  in  that  an  alternative 
will  have  been  chosen  by  use  of  Phase  I  only.  The  difference  lies  in 
that  the  alternative  chosen  will  involve  a  layaway  action  that  requires 
higher  level  approval.  Therefore,  for  this  situation  the  submitting 
command  will  forward  six  copies  of  Phase  I  along  with  the  Format  A 
layaway  authorisation  request  and  any  supplementary  information  to 
PBQUA  for  checking  and  verification  of  the  contents.  Again,  upon  satis¬ 
faction  of  any  PEQUA  comments  five  copies  of  the  completed  Phase  I  will 
be  sent  with  the  Format  A  and  supplementary  information  to  HQ  AMC 
(AMC  P.P-OIP)  for  review.  Fran  AMC  onward  both  documents  will  follow 
existing  procedures  for  review  and  approval  of  Format  A  submissions  at 
DCSLOG  and  the  Assistant  Secretary  levels. 

In  the  fourth  situation  use  of  Phase  I  will  not  have  been  suf¬ 
ficient  to  select  an  alternative  and  the  full  Fhase  II  economic  a.  alysis 
will  have  been  completed.  In  this  situation  the  submitting  command  will 
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forward  two  copies  of  the  completed  Ihase  I  and  all  the  Phase  II  economic 
analysis  forms,  along  with  the  Format  A  layaway  authorization  request 
and  supplementary  information  to  PEJQUA  for  checxing  and  verification  of 
the  contents.  Again,  upon  satisfaction  of  any  PEQUA  comments,  PEQUA 
will  retain  the  completed  Ihase  I  and  all  the  Phase  II  summary  cost 
analysis  forms  and  backup  sheets.  Only  four  copies  of  the  alternatives 
comparison  sheet,  which  is  the  final  result  of  the  Phase  II  economic 
analysis,  will  be  forwarded  to  HQ  AMC  (AMC  RP-OIP)  and  on  through  the 
review  and  approval  lines  of  authority  with  the  Format  A  layaway  request. 

In  the  very  unlikely  event  that  an  economic  analysis  will  include 
an  alternative  other  than  layaway  and  such  an  alternative  is  eventually 
selected,  KQ  AMC  (AMC  RP-OIP)  should  receive  the  complete  Ihase  I  and 
Ihase  II  economic  analysis  forms  after  check  and  verification  by  PEQUA 
and  no  further  reviews  or  approvals  will  be  needed. 

ALTERNATIVES  TO  BE  CONSIDERED  IN  PHASES  I  AND  II 

The  following  alternatives  should  be  considered  in  performing 
both  Phases  X  and  II  of  the  economic  analysis: 

1.  Disposal  of  IEE  through  existing  DIPEC  channels 

2.  Sale  of  IPE  to  current  contractor 

3.  Lease  of  IPE  to  current  contractor 

h.  Rent  free /maintenance  exchange  with  current  contractor 

5.  Sale  of  IPE  to  another  producer 

6.  Lease  of  IFE  to  another  producer 

7-  Rent  free /maintenance  exchange  with  another  producer 

8.  Active  base  layaway 

9.  Standby  layaway 

10.  Package  plant  layaway 

11.  Some  combination  of  two  or  more  types  of  layaway 

12.  Government  leasing  of  contracior-owned  equipment 

13.  Any  additional  alternative  devised  by  submitting  coranand. 

The  alternatives  are  listed  in  order  of  preference  to  conform  to 

Department  of  Defense  policy  in  limiting  government  ownership  of  production 
facilities  and  reducing  the  cost  of  facilities  owned  to  a  minimum,  con¬ 
sistent  with  meeting  mctoilizatior.  requirements.  Alternatives  should  be 
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crossed  off  the  list  as  they  are  eliminated  during  the  Fhase  I  analysis  =. 
Any  alternatives  remaining  at  the  conclusion  of  Phase  I  should  be 
subjected  to  the  Phase  II  analysis  unless  only  one  alternative  has 
survived.  If  only  one  alternative  is  left  after  Phase  I  it  is  unnecessary 
to  perform  Phase  II. 


PHASE  T  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 

Question 

number  Section  1 

1.1  Has  Item  Analysis,  AMC  Form(s)  1446,  been  updated  (revised) 
and  completely  filled  out  for  the  end  item(s)  and  critical 
components  the  package  is  capable  of  producing,  including: 

a.  date  and  sources  of  user  requirements,  to  be  stated 
in  Section  V  (remarks)  of  AMC  Form  1.44-6.  If  more 
than  12  months  old,  go  back  and  recompute  with 
MIUA's  assistance. 

b.  type  of  base  used  (active  base  package,  standby 
line,  package  plant,  hot,  cold,  'warm,  or  some 
combination)  in  computing  mobilization  production 
requirements  in  Section  IV,  and  date  of  calcula¬ 
tion,  stated  in  Section  V  of  AMC  Form  1446. 

—  If  yes,  enter  schedule  and  revision  numbers  and  date 
under  remarks  below.  Go  to  next  question. 

—  If  no,  obtain  required  data  and  complete  fora(s), 
go  to  next  question, 
emarks : 


Sched.  No. 


Rev.  No. 


1.2  Has  Facilities  Analysis,  AMC  Form(s)  1447,  been  updated 
(revised),  and  completely  filled  out  for  the  end  item(s) 

O 

and  critical  components  the  package  is  capable  of 
producing? 

—  If  yes.  go  to  next  question. 

—  If  no,  obtain  required  data  and  complete  form(s), 
g<  to  next  question. 

1.3  Are  any  problems  anticipated  in  renewing  the  DD  Form  1519 
with  planned  producers? 

—  If  no,  go  to  next  question. 

—  If  yes,  explain  in  remarks  below,  possible  impact  on 
calculation  of  mobilization  production  requirements 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 

number 


Section  I 


1.3  (continued) 

in  1.1  above.  Go  to  next  question. 
Remarks :  _ 


1.4  Has  a  survey  of  alternate  production  sources  for  the  item(s) 
or  critical  components  been  made  within  the  last  12  months 
to  determine  if  the  IPE  in  this  package  must  be  retained? 


(Survey  should  satisfy  criterion  B  in  App  6  of  AR  700-43). 
—  If  yes,  state  date  and  person  responsible  on  AMC  Form 
1446,  Section  V.  Go  to  next  question. 

—  If  no,  perform  survey,  enter  date  as  above  and  go  to 
next  question. 

1.5  Dc  mobilization  requirements  appear  on  AMC  Form  1446  for 
any  of  the  end  item(s)  this  package  is  planned  to  produce? 
—  If  yes,  eliminate  disposal  of  IPE  as  an  alternative  and 
go  to  next  question  in  Section  2  of  this  Phase  I 
evaluation. 

—  If  no,  determine  from  DCSLOG  and/or  commodity  manager 
if  package  nay  have  to  be  retained  or  reactivated  at 
a  later  date  for  repair  parts  production  or  any  other 
reason. 

a.  If  yes,  enter  reason  and  source  of  information 
under  remarks  below.  Go  to  next  question  in 
Section  2  of  this  Hiase  I  evaluation. 

b.  If  still  no,  arrange  to  excess  IPE  and  stop 
analysis  here. 


Remarks : 
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Question 

Number 


PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Section  2  -  General  Elimination  of  Alternatives 


2.1  Do  any  alternatives  fail  to  satisfy  mobilization  requirements, 
as  stated  on  AMC  Form  1446,  with  regard  to  both  quantity  and 
production  schedule? 

—  If  no,  go  to  next  question. 

--If  yes,  eliminate  such  alternatives  and  enter  reason  in 
remarks  below.  Go  to  next  question. 

Remarks : 


2.2  How  many  years  will  the  end  item(s)  this  package  is  planned  tc 
produce  continue  to  be  preferred  items,  type  classified  as  STD-A 
for  procurement  purposes? 

—  Obtain  for  each  end  item  from  commodity  specialist  s’.  major 
subordinate  command  or  HQ  AMC  and  enter  in  remarks  below. 

Use  largest  number  of  years  as  time  period  for  comparison 

j 

purposes  in  Phase  II  economic  analysis. 

—  Go  to  next  question. 

Remarks :  ! 


End  item 
End  item 


Remaining  time  as  preferred  item 


End  item _ Remaining  time  as  preferred  item _ yrs 

2.3  If  time  item(s)  will  continue  as  preferred  item(s)  type  clas¬ 
sified  STD-A) for  procurement  purposes  is  less  than  (two)  years, 
determine  if  current  assets  of  these  items  or  substitutes  would 
satisfy  peacetime  requirements  for  that  time  period. 

—  If  no,  go  to  question  2.4 

—  If  yes,  retention  of  package  cannot  be  justified  based  on 
requirements  for  such  items.  Note  this  finding  under  remarks 
below.  Justification  must  be  based  on  requirements  beyond 
that  which  can  be  satisfied  by  current  assets.  Go  to  next 
question. 

Remarks : 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 

Number _ Section  2  (confd) _ 

2.4  Will  any  of  the  IPS  presently  in  the  package  be  used  on  another 
end  item(s)  when  the  present  item(s)  ceases  to  be  the  preferred 
item(s)? 

—  If  yes,  use  the  acquisition  costs  and  longest  expected  time 
as  preferred  item  for  the  future  item(s)  in  making  the 
economic  analysis.  Note  this  information  in  remarks  below 
for  use  in  Hiase  II  and  go  to  next  question. 

—  If  no,  current  assets  will  support  peacetime  requirements 
until  item  is  no  longer  to  be  procured  and  IFF.  will  not  be 
needed  for  a  replacement  item,  therefore  excess  the  IPE  in 
the  package,  stop  analysis  here. 

Remarks : 


End  item:  _ Preferred  item  time _ years 

Replacing  end  item:  , _ 

End  item:  _ Preferred  item  time _ years 

Replacing  end  item:  _ 

2.5  Looking  again  at  AMC  Form  1446  —  do  early  peak  mobilization 
requirements  or  specified  leadtimes  call  for  a  high  state  of 
readiness  (as  defined  in  AR  700-90 )  in  the  package? 

—  If  no,  go  to  next  question. 

—  If  yes,  enter  peak  requirements  and/or  leadtimes  in  remarks 

below  and 

a.  eliminate  any  alternatives  that  would  not  satisfy  this 
need. 

b.  if  all  the  alternatives  would  be  eliminated  consider 
adding  IPE  to  this  package  or  modernization,  to  provide 
capability  to  meet  peak  requirement,  or  rsduce  leadtime, 
or 

c.  note  under  remarks  below  that  no  alternative  will  fully 
satisfy  the  requirement  and  go  to  next  question  to 
select  next  best  alternative. 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 
Number _ 

2.5  (cont-'d) 

Remarks : 


Section  2  (cont'd] 


End  item _ Prod,  leadtime  reqd. _ months 

Alternative^ )  eliminated  _ _  Reason _ _ 

2.6  Are  there  reasons  why  the  government-owned  IPE  cannot  be  pre¬ 
served  and  stored? 

—  If  no,  go  to  next  question. 

—  If  yes,  note  in  remarks  below  what  these  reasons  are  and 
eliminate  all  layaway  alternatives.  Remaining  alternatives 
will  consider  only  active  use  of  the  equipment  at  some 
facility  via  sale  or  lease  to  a  contractor.  Go  to  next 
question. 

Remarks : 


Reasons  for  precluding  preservation  and  storage  of  IPE  are: 


2.7  Does  the  equipment  require  operational  cycling  (operation  under 
no-load  conditions  during  storage)? 

—  If  no,  go  to  next  question. 

—  If  yes, 

a.  indicate  in  remarks  below  the  reason  for  this  requirement 

b.  eliminate  any  alternative  that  will  not  provide  this  capa 
bility  or, 

c.  create  a  new  alternative  combining  two  or  more  types  of 
layaway.  Go  to  next  question. 

Remarks : 


Equipment  requiring  operational  cycling  and  reason: 
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Question 

Number 


PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 
_ Section  2  (cont'd) _  _ 


2.8  Is  the  production  capability  (process)  so  integrated  or  specially) 
adapted  to  the  present  production  site  so  that  relocation  of  the 
line  or  a  portion  of  the  line  would  render  future  reactivation 
infeasible? 

--  If  no,  go  to  next  question. 

—  If  yes,  eliminate  package  plant  layaway  and  any  other  alter¬ 
native  that  would  require  relocation  of  the  equipment  such  as 
use  by  a  contractor  other  than  at  the  present  site  and  note 
in  remarks  below.  Go  to  next  question. 

Remarks : 


2.9  Is  any  of  the  equipment,  of  a  peculiar  configuration,  or  the  com¬ 
ponent  parts  of  the  equipment  of  an  unusual  composition  which 
might  impact  on  any  alternatives? 

—  If  no,  go  to  next  question. 

—  If  yes,  note  the  peculiarity  under  remarks  below  along  with 
any  alternative  that  would  have  to  be  eliminated.  Go  to 
next  question. 

Remarks : 


2.10  Is  any  of  the  government-owned  IPE  contaminated  and  unable  to  be 
cleaned  for  use  on  other  items  or  in  other  locations? 

—  If  no,  go  to  next  question. 

—  If  yes,  eliminate  alternatives  requiring  future  use  of  the 
equipment  for  new  iters  or  in  other  than  the  present  loca¬ 
tion.  Note  reasons  and  alternatives  eliminated  in  remarks 
below.  Go  to  next  question. 

Remarks : 


2.11  Is  retention  of  currently  existing  technical  expertise  an 
important  consideration? 

--  If  no,  go  to  next  question. 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 

Number _ Section  2  (cont*d) _ _ _ 

2.11  (cont'd) 

--  If  yes,  state  reason  in  remarks  below  and  eliminate  package 
plant  layaway  and  use  by  other  than  the  current  contractor 
as  alternatives.  Go  to  next  question. 

Remarks :  _  _ _  _ — 


2.12  Does  the  equipment  require  dehumidified  storage? 

—  If  no,  go  to  next  question. 

—  If  yes,  eliminate  any  alternative  not  capable  of  satisfying 
this  storage  condition  and  note  under  remarks  below.  Go  to 
next  question. 

Remarks : - - - -  - - 


2.13  Will  the  climate  or  geographical  location  have  an  impact  on  any 
alternative? 

—  If  no,  go  to  next  question. 

_  If  yes,  note  impact  in  remarks  below  along  with  alternatives 

that  would  have  to  be  eliminated.  Go  to  next  question. 
Remarks : _ _ _ _ _ 


2.14  Is  the  facility  containing  the  government-owned  IFE  a  GOGO, 
GOCO,  or  COCO  plant? 

—  If  GOGO,  go  to  next  question  in  Section  3 
—  If  GOCC,  go  to  next  question  in  Section  4 
--  If  COCO,  go  to  next  question  in  Section  5* 


ISS 
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PHASE  I  ~  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 
Section  3  -  Elimination  of  Alternatives  for  GOGO  Facilities 

Question 

Number _ 

3.1  Is  there  a  possibility  that  all  or  part  of  the  government- owned 
IPE  may  be  sold  or  leased  to  a  contractor? 

—  If  no,  eliminate  the  three  alternatives  involving  contractor 
use  of  the  equipment.  Go  to  next  question. 

—  If  yes,  and: 

a.  facility  will  become  GOCO,  go  to  Section  k  of  this 
checklist,  or  if 

b.  facility  will  become  COCO,  go  to  Section  5  of  this 
checklist. 

Note:  If  only  part  of  the  IPE  will  be  sold  or  leased  then  the 
IPE  that  is  to  remain  in  the  GOGO  facility  should  be 
analyzed  as  a  separate  layaway  package  from  the  IPE 
that  will  be  removed  from  the  facility,  assuming  the 
equipment  will  be  used  for  different  purposes. 

3.2  Will  there  be  sufficient  production  floor  or  storage  space 
available  in  the  facility  where  the  IPE  is  presently  operating 
to  retain  it  there: 

—  If  yes,  eliminate  package  plant  layaway  alternative.  If 
only  one  alternative  remains  stop  analysis  here.  If  not, 
go  to  Section  6  of  this  Phase  I  Preliminary  Evaluation. 

--  If  no,  eliminate  active  base  and  standby  alternatives. 

Package  plant  will  be  the  sole  remaining  acceptable  alter¬ 
native. 
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PHASE  I  —  PRELIMINARY  EVALUATION  OP  ALTERNATIVES 

Section  4  -  .imination  of  Alternatives  for  GOCO  Facilities 
Question 

Number _ _ 

4.1  Is  the  production  process  in  which  the  government- owned  IFE  is 

used  proprietary  to  the  current  contractor? 

—  If  no,  go  to  next  question. 

--  If  yes, 

a.  use  of  equipment  by  other  producers  and  package  plant 
layaway  may  have  to  be  eliminated  as  alternatives  unless 
the  contractor  would  agree  to  licensing  arrangements  for 
the  process. 

b.  the  submitting  command  should  make  every  effort  to  reach 
a  satisfactory  agreement  with  the  current  contractor  so 
the  equipment  may  remain  on  site.  Note  important  con¬ 
siderations  under  remarks  below.  Go  to  next  question. 

Remarks : 


4.2  Is  adequate  time  available  to  negotiate  alternative  sale  or 
lease  actions  with  the  current  contractor  or  other  possible 
planned  producers? 

—  If  yes,  go  to  next  question. 

—  If  no,  list  under  remarks  below  those  alternatives  that  must 
be  eliminated  and  the  reason.  Go  to  next  question  or,  if  all 
sale  or  lease  alternatives  are  eliminated,  go  to  Section  6  of 
Riase  I  Preliminary  Evaluation. 

Remarks : 


Alternative  eliminated 
Alternative  eliminated 


Reason 

Reason 


4.3  Is  the  current  contractor  interested  in  purchasing  the  govern¬ 
ment-owned  IPS  in  the  package? 

—  If  no,  go  to  next  question. 

—  If  yes, 

a.  will  the  contractor  agree  to  the  national  security 
clause? 
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Question 
Number _ 

4.3  (cont!d) 


PHASE  I  — 


PRELIMINARY  EVALUATION  OP  ALTERNATIVES 
Section  4  (cont’d) _ 


Y 

E 

S 


Date 


b.  does  the  command  consider  the  contractor’s  purchase  offer 


acceptable? 

c.  does  the  command  believe  this  sale  would  be  a  satisfac¬ 
tory  alternative  based  on  reactivation  leadtime  require¬ 
ments,  the  possibility  of  sabotage  and  other  consider¬ 
ations  ? 

—  If  all  yes,  stop  analysis  here. 

--  If  not,  go  to  next  question. 

4.4  Is  the  current  contractor  interested  in  leasing  the  government- 
owned  IPE  in  the  package? 

—  If  no,  go  to  next  question. 


—  If  yes, 

a.  will  the  contractor  agree  to  the  national  security 
clause? 

b.  does  the  command  consider  the  rental  offer  acceptable? 

c.  does  the  command  believe  this  lease  would  he  a  satis¬ 
factory  alternative  based  on  reactivation  leadtime 
requirements,  the  possibility  cf  sabotage  and  other 
considerations  ? 

—  If  all  yes,  stop  analysis  here. 

—  If  not,  go  to  next  question. 

4.5  Ic  the  current  contractor  interested  in  rent-free  use  of  the 
government-owned  IPE  in  exchange  for  continued  maintenance  of 
the  equipment  at  no  charge  to  the  government,  in  accordance 
with  the  National  Leasing  Art.  vf  I ''-7/ 

—  If  no,  go  to  next  question. 

--If  yes,  and  the  command  believes  this  exchange  weald  be  a 
satisfactory  alternative  based  on  reactivation  leaatime 
requirements,  the  possibility  of  sabotage  and  other  con¬ 
siderations,  stop  analysis  here.  If  not,  go  zo  next 
question. 

4.6  Are  any  other  producers  ir.ter'sted  in  purchasing  the  govern- 
ir.er  t- owned  IPE  in  the  packer? 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 

Number 


Number _ Section  4  (cont’d) _ 

4.6  (cant'd) 

—  If  no,  go  to  next  question 
—  If  yes, 

a.  will  the  producer  agree  to  the  national  security 
clause? 

b.  does  the  command  consider  the  producer’s  purchase  offer 
acceptable? 

c.  does  the  command  believe  this  sale  would  be  a  satisf ac¬ 


tory  alternative  based  on  reactivation  leadtime  require 
ments,  the  possibility  of  sabotage  and  other  consider¬ 
ations  ? 


—  If  yes,  stop  analysis  here. 

—  If  not,  go  to  next  question. 

4.7  Are  any  other  producers  interested  in  leasing  the  government- 
owned  IPE  in  the  package? 

—  If  no,  go  to  next  question. 

—  If  yes, 

a.  will  the  producer  agree  to  the  national  security  clause 

b.  does  the  command  consider  the  rental  offer  acceptable? 

c.  does  the  command  believe  this  lease  would  be  a  satis¬ 
factory  alternative  based  on  reactivation  leadtime 
requirements,  the  possibility  of  sabotage  and  other 
considerations  ? 

—  If  all  yes,  stop  analysis  here. 

—  If  not,  go  to  next  question. 

4.8  Are  any  other  producers  interested  in  rent-free  use  of  the 
government- owned  IPE  in  exchange  for  continued  maintenance  of 
the  equipment  at  no  charge  to  the  government,  in  accordance 
with  the  National  Leasing  Act  of  194?? 

—  If  no,  any  type  of  contra^- _ir  use  of  the  IPE  is  eliminated 
as  an  alternative  for  the  Phase  I  Preliminary  Evaluation. 
Consider  in  the  H  ase  IJ  Economic  Analysis  only  those  lay¬ 
away  alternatives  that  have  not  previously  been  eliminated. 
If  only  one  alternative  remains  stop  analysis  here.  If 
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PHASE  I  —  PRELIMINAEY  EVALUATION  OF  ALTERNATIVES 


Question 

Number 


Number _ Section  4  (cost *3) _ 

4.8  (cont’d) 

not,  go  to  Section  6  of  this  Hiase  I  Preliminary  Evaluation. 
—  If  yes,  and  the  command  believes  this  exchange  would  be  a 


Y 

E  N 

S  0  Date 


satisfactory  alternative  based  cn  reactivation  leadtime 


requirements,  the  possibility  of  sabotage  and  other  con¬ 
siderations,  stop  analysis  here. 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 
Section  5  -  Elimination  of  Alternatives  for  COCO  Facilities 

Question 

Number _ 

5.1  Is  the  production  process  in  which  the  goverunent-ovned  IFE  is 
used  proprietary  to  the  current  contractor? 

—  If  no,  go  to  next  question. 

—  If  yes, 

a.  use  of  equipment  by  other  producers  and  package  plant 
layaway  may  have  to  be  eliminated  as  alternatives  unless 
the  contractor  would  agree  to  licensing  arrangements  for 
the  process. 

b.  the  submitting  command  should  make  every  effort  tc  reach 
a  satisfactory  agreement  with  the  current  contractor  so 
the  equipment  may  remain  on  site.  Note  important  con¬ 
siderations  under  remarks  below.  Go  to  next  question. 

Remarks : 


5.2  Is  adequate  time  available  to  negotiate  alternative  sale  or 
lease  actions  with  the  current  contractor  or  other  possible 
planned  producers? 

—  If  yes,  go  to  next  question. 

—  If  no,  list  under  remarks  below  those  alternatives  that  must 
be  eliminated  ana  the  reason.  Go  to  next  question  •'•,  if 
all  sale  or  lease  alternatives  are  eliminated,  go  to  Section 
6  of  this  Ihase  I  Preliminary  Evaluation. 

Remarks : 


Alternative  eliminated 
Alternative  eliminated 


Reason 


Reas on 


5.3  Is  the  current  contractor  interested  in  purchasing  the  govern¬ 


ment-owned  IPE  in  the  package? 

—  If  no,  go  to  next  question. 

—  If  yes, 

a.  will  the  contractor  agree  to  the  national  security 
clause? 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 

Number 


Section  5  (cont’d) 


5*3  (cont’d) 

b,  does  the  command  consider  the  contractor’s  purchase  offer 
acceptable? 

c.  Does  the  command  believe  this  sale  would  be  a  satisfac¬ 
tory  alternative  based  on  reactivation  leadtime  require¬ 
ments,  the  possib'*’  *y  of  sabotage  and  other  consider¬ 
ations  ? 

—  If  all  yes,  stop  analysis  here. 

—  If  not,  go  to  next  question. 

5.4  Is  tiie  current  contractor  interested  in  leasing  the  government- 
owned  I.9E  in  the  package? 

—  If  no,  go  to  next  question. 

—  If  yes, 

a.  will  the  contractor  agree  to  the  national  security 
clause? 

b.  does  the  command  consider  the  rental  offer  acceptable? 

c.  does  the  command  believe  this  lease  would  be  a  satis¬ 
factory  alternative  based  on  reactivation  leadtime 
requirements,  the  possibility  of  sabotage  and  other 
cons iderations  ? 

—  If  all  yes,  stop  analysis  here. 

—  If  not,  go  to  next  question. 

5.5  Is  the  current  contractor  interested  in  rent-free  use  of  the 
government- owned  IPE  in  exchange  for  continued  maintenance  of 
the  equipment  at  no  charge  to  the  government,  in  accordance 
with  the  National  '  ■'ng  Act  of  1947? 

—  If  no,  go  to  neu •  question. 

—  If  yes,  and  the  command  believes  this  exchange  would  be  a 
satisfactory  alternative  based  on  reactivation  leadtime 
requirements,  the  possibility  of  sabotage  and  other  con¬ 
siderations,  stop  analysis  here.  If  not,  go  to  next 
question. 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 

Number 


Number _ Section  5  (cont*d) _ 

5.6  Are  any  other  producers  interested  in  purchasing  the  government- 
owned  IPE  in  the  package? 

—  If  no,  go  to  next  question. 

—  If  yes, 

a.  will  the  producer  agree  to  the  national  security  clause? 

b.  does  the  command  consider  the  producer* s  purchase  offer 
acceptable  ? 

c.  does  the  command  believe  th’s  sale  would  be  a  satisf&ctoi 
alternative  based  on  reactivation  leadtime  requirements, 
the  possibility  of  sabotage  and  other  considerations? 

—  If  yes,  stop  analysis  here. 

--If  not,  go  to  next  question. 

5.7  Are  any  other  producers  interested  in  leasing  the  government- 
owned  IPE  in  the  package? 

—  If  no,  go  to  next  question. 

—  If  yes, 

a.  will  the  producer  agree  to  the  national  security  clause? 

b.  does  the  command  consider  the  rental  offer  acceptable? 

c.  does  the  command  believe  this  lease  would  be  a  satis¬ 
factory  alternative  based  on  reactivation  leadtime 
requirements,  the  possibility  of  sabotage  and  other 
considerations? 

—  If  all  yes,  stop  analysis  here. 

—  If  not,  go  to  next  question. 

5.8  Are  any  other  producers  interested  in  rent-free  use  of  the 
government-owned  IPE  in  exchange  for  continued  maintenance  of 
the  equipment  at  no  charge  tc  the  government,  in  accordance 
with  the  National  Leasing  Act  of  19^7? 

—  If  no,  any  type  of  contractor  use  of  the  IPE  is  eliminated 
as  an  alternative  for  the  Ibase  I  Preliminary  Evaluation. 

Go  to  next  question. 

—  If  yes,  and  the  command  believes  this  exchange  would  be  a 
satisfactory  alternative  based  on  reactivation  1eadtime 
requirements,  the  possibility  of  sabotage  and  other  con¬ 
siderations,  i. top  analysis  here. 
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5.9  Will  the  current  contractor  permit  layaway  at  his  plant  site? 

—  If  no, 

c.  what  are  the  contract  terms  for  plant  clearance  of  IPE? 

Enter  under  remarks  telow. 

b.  eliminate  active  base  and  standby  layaway  alternatives 
and  consider  package  plant  layaway  as  one  of  the  accep¬ 
table  alternatives  for  the  economic  analysis.  Go  to 
next  question. 

—  If  yes,  consider  all  types  and  combinations  of  layaway  no^ 
previously  eliminated  as  acceptable  alternatives  for  the 
Phase  II  economic  analysis.  Go  to  next  question. 

Remarks : 


PHAGE  I  —  PRELIMINARY  EVALUATION  OP  ALTERNATIVES 

Question 

Number  Section  5  ( cont’d) 


5.10  Is  government  leasing  of  the  contractor-owned  equipment  a 

possible  alternative? 

—  If  no,  and  only  one  alternative  remains  stop  analysis  here. 
If  cot,  go  to  Section  6  of  this  Phase  I  Preliminary  Evalu¬ 
ation. 

—  If  yes,  the  costs  of  this  alternative  must  be  considered  in 
the  Phase  II  Economic  Analysis.  Enter  any  additional  or 
explanatory  remarks  pertinent  to  this  preliminary  evaluation 
in  Section  7« 

Go  to  Section  6  of  this  Phase  I  Preliminary  Evaluation. 
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Question 

Number 


PILOSE  I  -  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Section  6  -  Basic  Information 


6.1  Is  the  current  asset  position  for  the  end  item(s)  and  critical 
components  known? 

—  If  yes,  enter  below,  go  to  next  question. 

—  If  no,  obtain  this  information,  enter  below  and  go  to  next 
question. 

Remarks : 


End  item 


Asset  position  as  of 


(date)"  "(qty) 


Critical  component 


Asset  nosition  as  of 


(date) (qty) 

6.2  Is  the  peacetime  consumption  rate  for  the  end  item(s)  known? 

—  If  yes,  enter  in  remarks  below,  go  to  next  question. 

—  If  no,  obtain  from  the  AMP,  enter  below  and  go  to  next 
question. 

Remarks : 


Peacetime  consumption  rate 


6.3 


End  item  _ 

Are  there  any  type  classified  S'rU-B  item(s)  in  the  inventory  to 
be  used  up  as  a  substitute  for  the  planned  preferred  item(s)? 

—  If  no,  go  to  next  question. 

--  If  yes, 

a.  Identify  substitute  items  and  quantities  available  in 
remarks  below. 

b.  Are  the  quantities  of  substitutes  large  enough  to  affect 
D-P  stock  or  mobilisation  production  requirements? 

—  If  no,  go  to  next  question. 

—  If  yes,  consider  this  situation  in  Phase  II  when 
computing  current  asset  position  and  D-P  stock  costs 
on  Backup  Sheet  for  D-P  Stock  Costs  and  in  determin¬ 
ing  the  required  capability  of  this  proposed  layaway 
package.  Go  to  next  question. 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 

Number 


Section  6  (cont’d) 


6.3  (cont‘d) 
Remarks : 


6.4  Will  the  production  capacity  of  the  IPE  package  exceed  the 
mobilization  requirements  (with  regard  to  quantity  and  produc¬ 
tion  schedule)  for  all  the  end  items  it  is  planned  to  produce? 
—  If  no,  go  to  next  question. 

—  If  yes,  determine  which  IPE  would  have  to  be  excessed  and 
do  not  include  this  IPE  in  computing  layaway  costs  in 
Phase  II  for  economic  comparison  purposes.  (Also  note  that 
D-P  stock  will  not  be  required  and  there  will  be  no  D-P 
stock  acquisition  cost  needed  in  the  Phase  II  economic 
analysis  unless  there  is  a  minimum  required  reserve  stock. ) 
Go  to  next  question. 

6.5  Considering  the  present  or  proposed  capabilities  of  planned 
producers,  shjuld  the  production  capability  of  this  package  be 
increased  by  addition  of  more  IPE  or  modernization  to  reduce 
need  for  acquiring  D-P  stoats.? 

—  If  no,  go  to  next  question. 

—  If  yes, 

a.  Is  there  room  for  additional  IPE  in  contractor’s  plant? 
—  If  no,  consider  modernization  only,  go  to  (b) 

—  If  yes,  consider  both  auditional  IPE  and  moderniza¬ 
tion,  go  to  (b). 

b.  Compute  separately  from  this  analysis,  savings  in  D-P 
stock  that  would  result  from  increased  IPE  or  modern¬ 
ization  and  submit  to  HQ  AMC  for  consideration  only  if 
a  layaway  alternative  is  chosen. 

Go  to  next  question. 

6.6  Have  reutilization  value  percentages  (RVP)  for  all  government- 
owned  IPE  in  Ike  current  contractor’s  plant  been  obtained  from 
DIPEC  for  the  package  to  be  analyzed? 
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PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 

Question 

Number _ _ Section  6  (cont*d) _ _ 

6.6  (cont'd) 

—  If  yes,  go  to  next  question. 

—  If  no,  obtain  this  information  from  DIPEC. 
fio  to  next  question. 

6.7  Docs  any  of  the  government- owned.  IPE  have  a  reutilization  value 
percentage  less  than  30$? 

—  If  no,  go  to  next  question. 

—  If  yes,  the  submitting  command  should  consider  the  following 
actions  in  the  order  shown _  consistent  with  the  requirements 
of  AR  700-90,  AR  700-1i3#  and  ASPR,  prior  to  physically 
initiating  layaway,  but  separate  from  this  analysis: 

a.  Scan  DIPEC  files  for  replacements  of  IPE  with  an  RVP 
less  than  50$. 

b.  Request  funds  for  repair  of  IPE  or  for  rebuild,  if  cost 
does  not  exceed  allowable  limit. 

c.  Submit  by  existing  procedures  a  project  for  replacement 
of  IPE  or  modernization,  if  shown  to  be  economically 
worthwhile.  Go  to  next  question. 

6.8  Is  there  any  need  for  further  geographical  dispersion  of  planned 
producers  that  will  affect  layaway  of  this  package. 

—  If  no,  go  to  next  question. 

—  If  yes,  note  the  limitation  in  remarks  below,  go  to  next 
question. 

Remarks : 


6.9  Is  the  end  item(s)  or  critical  components)  physically  practical 
to  store-  and  maintain  as  a  mobilization  reserve  item,  consider¬ 
ing  deterioration  and  obsolescence  rates  and/or  special  storage 
requirements? 

—  If  yes,  go  to  next  question. 

—  If  no, 

a.  Note  that  no  D-P  stock  acquisition  cost  for  such  items 
is  to  be  allowed  in  Riase  II  Economic  Analysis. 

b.  Requirements  must  be  fully  satisfied  by  production  facil- 
^ies.  Reconsider  question  6.5  and  go  to  next  question. 
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PHASE  I  -  -  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 

Number  _ Section  6  (cont1^) 

6.10  Are  any  design  changes  expected  to  occur  in  the  end  item(s) 
during  the  time  they  will  continue  as  preferred  items  that 
would  require  different  types  of  IPE  or  tooling  changes  in 
the  package  to  produce  the  item(s)? 

--  If  no,  go  to  next  question. 

--  If  yes, 

a.  briefly  state  nature  of  design  change  and  its  probable 
effect  on  the  IPE  under  remarks  below,  and 

b.  consider  excessing  some  of  tne  IPE  if  that  course  of 
action  is  indicated,  or  setting  a  review  date  for  the 
package,  if  approved  for  layaway,  to  assess  the  effects 
of  design  changes  on  the  package  when  they  are  expected 
to  occur. 

Remarks : 


Y 

E 

S 


6.11  Do  budgetary  restrictions  exist  in  PEMA  Policy  and  Guidance 
or  other  policy  documents  that  would  limit  procurement  cf 
full  D-P  stocK  for  any  end  item(s)? 

—  If  no,  go  to  next  question. 

—  If  yes,  note  under  remarks  below  for  ubc  later  in  economic 
analysis.  Go  to  next  question. 

Remarks : 


End  item _ _ D-P  stock  limit _ months 

Source  _ 

End  item  _ D-P  stock  limit _ months 

Source  _ 

6.12  Will  provision  h»ve  tc  be  made  for  acquiring  and  storing 

special  tooling  and  test  equipment,  drawings  and  manufactur¬ 
ing  instructions  uhat  are  a  necessary  part  of  the  production 
package  ? 


N 

0  Date 


PHASE  I  —  PRELIMINARY  EVALUATION  OF  ALTERNATIVES 


Question 

Number 


Section  6  (cont'd) 


6.12  (cont'd) 

—  If  no  go  to  next  question. 

—  If  yes,  note  under  remarks  below  for  later  use  in  computing 
layaway  costs,  go  to  next  question. 

Remarks : 


6.13  Is  production  leadtime  controlled  by: 

a.  an  end  item?  or 

b.  a  pacing  component?  Identify  item  or  component  under 
remarks  below  and  go  to  next  question. 

Remarks : 


6.lh  Would  the  equipment  be  in  danger  of  violating  State  or  Federal 
anti-pollution  laws  if  reactivated  in  the  future? 

—  If  r~,  go  to  next  question, 

—  If  yes,  consider  possible  replacement  or  modernization  of 
offending  equipment  prior  to  layaway  and  submit  proposals 
for  same  if  a  layaway  alternative  is  chosen.  Note  important 
considerations  under  remarks  below.  Go  to  next  question. 
Remarks : 


6.15  Is  the  acquisition  value  of  government- owned  IPE  in  the  package 
greater  than  $50,000? 

—  If  yes,  sign  certification  at  bottom  of  Section  7  and  go  to 
Riase  II  of  Economic  Analysis. 

—  If  no.  Phase  II  Economic  Analysis  is  not  required.  Decision 
to  retain  production  capability  may  be  made  based  on  results 
of  this  checklist  and  judgment  of  submitting  command.  Sign 
certification  at  bottom  of  Section  7  to  complete  the 
analysis. 
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INTRODUCTION 

Phase  II  of  the  economic  analysis  for  retention  of  mobilisation 
production  capability  is  to  be  accomplished  when  two  or  more  feasible 
retention  alternatives  remain  feasible  after  application  of  the 
Phase  I  preliminary  evaluation.  Phase  II  consists  of  a  detailed  cost/ 
benefit  analysis  designed  specifically  for  the  retention  situation 
but  similar  in  format  to  the  type  of  economic  analysis  required  by 
AMCR  II-3I+,  The  cost  aspects  of  the  situation  are  emphasized  because 
no  alternative  is  considered  feasible  unless  it  first  meets  the  mobili¬ 
zation  production  requirements  with  regard  to  both  quantity  and  schedule. 
Benefits  of  all  feasible  alternatives  will  therefore  be  approximately 
equal  and  only  differentials  between  alternatives  need  be  recorded. 

This  appendix  contains  sample  formats  and  guidance  for  preparation 
of  all  the  prescribed  parts  cf  the  Phase  II  analysis.  The  inclusion 
of  certain  required  information  nay  dictate  that  some  portions  of  the 
analysis  be  classified.  It  is  the  responsibility  of  the  user  to 
properly  classify  the  contents  of  the  Phase  II  analysis. 
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Phase  II 


ECONOMIC  ANALYSIS  -  ALTERNATIVES  COMPARISON  SHEET 


3..  Submitting  Amy  Component _ 

3.  Items  to  be  Produced 

(incl.  critical  components  )  *" 

4.  Name  and  Location  of  Current  Producers (s' 


2.  Date 


5. 

Project 

Year 


Cost 

Factors 


6.  Alternative  Costs 


Discounted  Discounted  Discounted  Discounted  Discounted 
Annual  Annual  Annual  Annual  Annual 

Cost  Cost  Cost  Cost  Cost 


D-P  Stock  Acq 

Layaway- 

Holding 


D-P  Stock  Acq 

layaway 

Holding 


D-P  Stock  Acq 
Holding 
Other 


D-P  Stock  Acq 
Holding 
Reactivation 
Other 


7-  TOTALS 


8.  Remarks  and  Non-$  Quantifiable  Benefits 


9*  Name  and  Title  of  Principal  Act.’  on  Officer: 


Phase  II 

ECONOMIC  ANALYSIS  -  SUMMARY  OF  COSTS 


1.  Submitting  Army  Component 

3.  Items  to  be  Produced 
(incl.  critical  components ) 

4.  Name  and  Location  of  Current  Producer's  1 


5.  Alternative 


2.  Late 


6. 

Project 

Cost 

Year 

Factors 

D-P  Stock  Acq 

Layaway 

Holding 


D-P  Stock  Acq. 
Layaway 
Holding 
Other 


D-P  Stock  Acq. 

Holding 

Other 


D-P  Stock  Acq. 
lidding 
Reactivation 
Other 


Annual 


7.  Annual  Costs 


Discount 

Factor 


Discounted 
Annual  Cost 


c 


8.  TOTALS 


Remarks  and  Non- 4  Quantifiable  Benefits 


rteu.e  and  Title  of  Principal  Action  Officer: 


BACKUP  FOR  ECONOMIC  ANALYSIS 
D-P  STOCK  ACQUISITION  COSTS 

1.  Submitting  Army  Component  2.  Date 

3.  Item  to  be  Produced 

4.  Item  __________  of  ________  items  to  be  produced  as  part  of  this  analysis 

no.  no. 

5.  D-P  Stock  Limitation  _____________  months 

6.  Total  Mobilization  Requirements  ___________ 

7.  Less  Assets  as  of  ____________  * 

date  ~~ 

(including  substitute  items)  _________ 

8.  Mobilization  Production  Requirements  _________ 

9.  Less  Capacity  of  Planned  Producers  -  Hot  _ 

Warn  _______________ 

Cold 


10.  D-P  Day  Stock  Required  ___________ 

11.  D-P  Day  Stock  Permitted  to  be  Acquired  _ 

12.  D-P  Stock  Acquisition  Cost  =  Item  11  x  Unit  Cost/item 

4 _ 

$ _ 

14.  Sources  for  Above  Information 

(6)  Total  Mob.  Reacts. 

(7 )  Current  Assets  ' 

Peacetime  Cons.  Rate  j-  -  — 

(9)  Capacity  of  Producers 
(12)  Unit  Cost/item 

^Assets  =  Current  Assets  -  (Peacetime  Consumption  Rate  x  Applicable  Time ) 

90 


Total 

13*  Annual  D-P  Stock  Acq.  Cost  =  Total/No.  Years  for 

Analysis 


.Phase  II 

BACKUP  FOR  ECONOMIC  ANALYSIS 
IAYAWAY  COSTS 


1.  Submitting  Army  Component  ___ _____  2.  Date 

3.  Items  to  be  Produced  _ 

(incl.  critical  components ) 

4.  Name  and  Location  of  Current  Producer (s) 


5.  Location  of  Facilities  to  be  Laid  Avay  (If  known) 

6.  Project  Year _ of _  (use  separate  backup  sheets  for  each  year] 


Cost  Elements 


8. layaway,  relayaway,  redistribution  and/or 
disposal  (estimated  costs) 

(a)  Processing  for  storage 

(1)  No.  of  items  (DIFEC 

reportable )  ________ 

(2)  No.  of  items  of  OPE  _ 

(3 )  No.  of  items  of  non¬ 
production  equipment  ________ 

(b)  Removal  from  plant  and  preparation 
for  shipment 

(e)  Transportation  to  storage 

(d)  Receive  and  store  at  layaway  location 

(e)  Rehabilitation  of  equipment  total 

(1)  No.  of  items  ________ 

(2)  Replacement  value  of 

items  to  be  rehabil¬ 
itated  $ 

(3 )  Replacement  value 

of  all  IPE  in  package  __ _ 

(f )  Other  expenses  (specify) 

(l)  Restoration  of  facilities 
9.  TOTALS  i 


7.  Annual  alternative  costs 
Active  Standby  Package!  Combi- 
Base  Plant  !  nation 


Phase  II 

BACKUP  FOR  ECONOMIC  ANALYSIS 
HOLDING  COSTS 


Submitting  Army  Component  2. 

Items  to  be  Produced 
(incl.  critical  components ) 

Item(s)  to  be  Stored  -  End  item(s)  and/or  components  |  J 
(use  separate  sheets  for  end  items  and  IPE) 

Storage  Location 
Unit  cost  of  end  item(s) 

Holding  cost  percent  ( if  applicable  )  '  * 

Total  square  feet  of  IPE  and  Other  Equipment  to  be  Stored 


2.  Date 


9.  Project 
Year 


Cost 

Elements 

Storage 

Maintenance 

Deterioration 

Obsolescence 

Losses 

Total 

Storage 

Maintenance 

Deterioration 

Obsolescence 

Losses 

Total 

Storage 

Maintenance 

Deterioration 

Obsolescence 

Losses 

Total 

Storage 

Maintenance 

Deterioration 

Obsolescence 

Losses 


10.  Annual 
Cost 


11.  Total 


Phase  II 

BACKUP  FOR  ECONOMIC  ANALYSIS 
REACTIVATION  COSTS 


I.  Submitting  Army  Component  2.  Date_ 

3.  Items  to  be  Produced 
(incl.  critical  components ) 

4.  Producer  Facilities  and  Location  of  layaway  (if  known) 


5.  Project  Year 

6.  Discount  Factor 


(choose  from  App.  F  ) 


Cost  Elements 


7*  Alternative  Costs 

Active  Standby  Package  Combi- 
Base  Plant  nation 


Personnel  Costs 
Wages 

Training  expenses 
Other  (specify) 


Operating  Costs 

Transportation  from  storage  to  use 
Materials  for  cleanup,  test,  etc. 
Utilities  installation  or  hookup 
Rehabilitation  previously  unexpected 
Other  services  (specify) 


3.  TOTALS 


KZZ3 


INSTRUCTIONS  FOR  PREPARATION  OF  PHASE  II  ECONOMIC  ANALYSIS  FORMS 


Alternatives  Comparison  Sheet  (Numbers  are  keyed  to  item  numbers  of 
the  Format ) 

1.  Submitting  Array  Component:  The  major  subordinate  command  of  AMC 
responsible  for  the  analysis. 

2.  Date:  Enter  the  date  this  sheet  was  prepared. 

3-  Items  to  be  Produced:  The  FSN  and  nomenclature  of  all  end  items  and 
critical  components  thereof  for  which  the  production  capability  is  to 
be  retained. 

4.  Name  and  Location  of  Current  Producer(s).  Name  and  address  of  all 
producers  currently  producing  Item  3- 

5.  Project  Years:  Identifies  the  years  in  which  a  cost  will  be 
incurred.  Enter  year  from  Summary  of  Cost  Sheet,  Item  6. 

o.  Alternative  Costs: 

a.  Eater  at  the  top  of  each  column  in  place  of  the  numbers  the  name 

of  the  alternatives  being  examined.  For  example,  in  place  of  No.  1 
write  Active  Base  Package,  in  place  of  No.  2,  Standby  Line. 

b.  Under  each  of  the  alternatives  being  analyzed  enter  the  discounted 
annual  cost  for  each  applicable  cost  factor  for  each  year  of  the 
total  time  period.  These  figures  are  to  be  taken  from  the  last 
column  of  Item  7  on  the  Summary  of  Costs  for  each  alternative. 

7.  Totals:  Sum  the  discounted  annual  costs  listed  for  ea^h  alternative 
and  enter  the  sum  at  the  bottom  of  each  colium.  Each  columnar  total 
should  correspond  to  the  total  in  Item  8  of  a  Summary  Cost  Sheet. 
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8.  Remarks  and  Non-$  Quantifiable  Benefits:  Briefly  summarize  the  infor¬ 
mation  recorded  under  Item  9  on  the  Summary  of  Costs  for  each  alternative. 
9*  Name  and  Title  of  Principal  Action  Officer:  Identify  the  name(s)  of  the 
principal  parties  responsible  for  the  economic  analysis. 


Summary  of  Josts  (Numbers  are  keyed  to  item  number  of  the  Format] 


1.  Submitting  Army  Component:  The  major  subordinate  cotmrand  of  AMC  responsible 
for  the  analysis. 

2.  Date:  Enter  the  date  this  sheet  was  prepared. 

3.  Items  to  be  produced:  The  FSN  and  nomenclature  of  all  end  items  and 
critical  components  thereof  for  which  the  production  capability  is  to  be 
retained. 

4.  Name  and  Location  of  Current  Producer(s).  Name  and  address  of  all  producers 
currently  producing  Item  3. 

5.  Alternative:  Enter  the  name  of  the  alternative  for  which  costs  are 
being  sumnarized,  for  example.  Active  Base  Package. 

6.  Project  Years:  Identifies  the  years  in  which  a  cost  trill  be  incurred.  The 
total  number  of  years  (N )  will  be  the  longest  time  period  during  which 

an  end  item  to  be  produced  could  be  expected  to  remain  in  the  Army 
supply  system  as  a  preferred  item,  i.e.  type  classified  Standard  A.  Enter 
the  last  year  based  on  the  answers  to  Phase  I  preliminary  evaluation 
question  number  2.?  or  £.4. 

7.  Annual  Costs: 

a.  Enter  in  the  first  column,  beaded  Annual  Cost,  the  annual  cost  figures 
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obtained  from  the  Backup  Sheet  for  each  cost  factor  that  is  applicable 
to  the  alternative  being  analyzed,  for  each  year  of  the  total  time 
period.  Cost  factors  other  than  those  listed  should  be  included  if 
applicable  in  the  judgment  cf  the  submitting  command.  Likewise, 
inapplicable  cost  factors  may  be  omiuted. 

b.  Enter  in  the  second  column,  headed  Discount  Factor,  the  appropriate 
project  year  discount  factor  selected  from  Appendix  Table  F,  if  not 
already  provided.  Stock  acquisition  and  holding  costs  are  assumed  to  • 
be  mid-year  costs  as  an  average  of  annual  expenditures.  Layaway 
costs  may  be  mid-year  or  year-end,  depending  on  the  expected  time 

to  complete  the  layaway  action.  Reactivation  is  a  year-end  cost  at 
the  end  of  the  last  year  of  the  time  period. 

c.  Enter  in  the  third  column,  headed  Discounted  Annual  Cost,  the  product 
of  the  Annual  Cost  and  the  Discount  Factor  (from  the  first  two 
columns)  for  each  of  the  project  years. 

8.  Totals!  Suit  the  discounted  annual  costs  computed  for  each  cost  factor 
and  enter  the  total  at  the  bottom. 

9.  Remarks  and  Non-$  Quantifiable  Benefits: 

a.  Record  any  qualifying  remarks  pertinent  to  any  of  the  cost  factors 
included  or  reasons  for  any  costs  excluded. 

b.  Record  any  differences  that  might  be  expected  in  the  benefits  to  be 
derived  from  this  alternative  versus  other  alternatives.  That  is, 
outcomes  that  have  not  already  been  quantified  in  dollar  terms,  e.g. 
variations  in  leadtime  or  maximum  production  capability. 

10.  .Name  and  Title  of  Principal  Action  Officer:  Identify  the  name(s) 
of  the  principal  parties  responsible  for  the  Fummary  of  Costs. 
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8.  Mobilization  Production  Requirements:  Item  6  less  Item  7* 

9.  Less  Capacity  of  Planned  Producers:  Enter  as  applicable  from  Section 
III  of  AMC  Form  1446. 

10.  D-P  Day  Stock  Required:  Item  8  less  sum  of  Item  9*  This  figure 
provides  an  estimate  of  the  total  D-P  stock  needed  to  satisfy 
mobilization  requirements. 

11.  D-P  Stock  Permitted  to  be  Acquired: 

a.  If  there  is  a  limitation  noted  in  Item  5  above  convert  that 
figure,  if  in  months,  into  number  of  end  items,  using  monthly 
production  rate,  and  enter  here. 

b.  If  there  is  no  limitation  repeat  Item  10. 

12.  D-P  Stock  Acquisition  Cost:  Multiply  Item  11  by  unit  cost  per  end 
item  and  enter  the  product.  Record  unit  cost  figure  used. 

13.  D-P  Stock  Acquisition  Cost/Year: 

a.  If  D-P  stock  acquisition  is  expected  to  be  uniform  over  the  time 
period  of  the  analysis  divide  Item  12  by  the  time  period  of  the 
analysis  and  enter  the  answer. 

b.  If  D-P  stock  acquisition  is  not  expected  to  be  uniform  over  the 
time  period  of  the  analysis  attach  a  separate  schedule  showing 
the  expected  D-P  stock  acquisition  costs  for  each  prefect  year. 

14.  Sources  for  Above  Information:  Enter  reference  sources  for  the 
Items  listed  and  other  data  used  if  pertinent. 
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Backup  Sheet  -  Layaway  Costs  (Numbers  are  keyed  to  item  numbers  of  the  Format) 

1.  Submitting  Army  Component,;  The  major  subordinate  command  of  AMC 
responsible  for  the  analysis. 

2.  Date:  Snter  the  date  this  sheet  was  prepared. 

3.  Items  to  be  Produced:  The  FSN  and  nomenclature  of  all  end  items  and 
critical  components  thereof  for  which  the  production  capability  is  to  be 
retained. 

4.  Name  and  Location  of  Current  Producer(s).  Name  and  address  of  all 
currently  active  producers  of  Item  3,  either  contractor  or  government 
controlled. 

5.  Location  of  Facilities  to  be  Laid  Away:  If  the  information  is  available, 
indicate  which  producer's  facilities  are  to  be  laid  away  and  will  be  tne 
basis  for  estimating  layaway  costs. 

6.  Project  Year:  Identifies  the  year  in  which  the  layaway  costs  will  be 
incurred.  If  carried  over  more  than  one  year  prepare  a  separate  backup 
sheet  for  each  year  and  indicate  the  total  number  of  years  to  make  the 
layaway  and  the  year  summarized  here. 

7.  Alternative  Costs:  Under  each  of  the  alternatives  being  analysed  enter 

the  annual  cost  for  each  applicable  cost  element  8. (a)  through  8.(f).  These 
cost  elements  are  the  seme  as  those  required  in  Item  14  of  Exhibit  P-17 
except  for  the  addition  of  a  separate  line  .8,  (f)  (1)  for  restoration  of 
facilities,  if  applicable.  IEMA  Budget  Codes  4000.0000  through  4922.0000 
may  be  used  as  reference  here. 
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8  d.  (l),  (g),  and  (3)  Item  Count*  These  items  contain  no  cost  information  but  are 
solely  a  count  of  the  various  types  of  items  that  comprise  the  layaway  package 
and  help  define  its  size. 

8  e.  Replacement  Values: 

( 1)  Enter  the  total  number  of  items  that  will  require  rehabilitation. 

(2)  Enter  the  current  replacement  value  for  all  the  items  in  (a) 
above.  IEQUA  replacement  factors  for  HE  should  be  used  to  determine 
these  values  (see  Appendix  H). 

(3)  Enter  the  current  replacement  value  for  all  the  DIEEC  reportable 
items  in  the  package  (8.  (a)  again  using  the  PEQUA.  replacement  factors. 


9*  Totals:  Sum  the  annual  costs  for  each  layaway  alternative  and  enter  the 
sum  at  the  bottom  of  each  column. 


Backup  Sheet  -  Holding  Costs  (Numbers  are  keyed  to  item  numbers  of  the 
Eormat) 


1.  Submitting  Army  Component:  The  major  subordinate  command  of  AMC  res¬ 
ponsible  for  the  analysis. 

2.  Date:  Enter  the  date  this  sheet  was  prepared. 

3.  Items  to  be  Produced:  The  FSN  and  noottuclature  of  all  end  items  and 
critical  components  thereof  for  which  the  production  capability  is  to 
be  retained. 

4.  Items  to  be  Stored:  Indicate  here  whether  the  holding  costs  on  this 
sheet  are  for  the  end  items/critical  components  or  for  the  HE.  A 
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separate  sheet  shall  he  prepared  for  end  items  and  HE. 

5.  Storage  Location:  Indicate  the  intended  storage  location,  if  known. 

If  not  known,  so  state  and  indicate  basis  for  cost  estimates. 

6.  Unit  cost  of  end  items:  Record  unit  costs  of  those  items .listed  in 
Item  3  above.  Costs  should  be  based  on  mobilization  production 
quantities. 

7.  Holding  Cost  Percent:  Indicate  percentage  of  unit  cost  to  be  used  for 
estimating  holding  costs  of  end  items,  if  this  method  is  to  be  used. 

(See  PM  38-22).  If  not  to  be  used  state  not  applicable  and  why. 

8.  Total  square  footage  of  floor  space  to  be  occupied  by  HE,  OPE  and 
non-production  equipment  to  be  stored. 

9.  Project  Year:  Identifies  the  year  in  which  a  cost  will  be  incur.ved. 

The  total  number  of  years  (N)  will  be  the  longest  time  period  during 
which  an  end  item  to  be  produced  could  be  expected  to  remain  in  the  Amy 
supply  system  as  a  preferred  item  with  type  classification  Standard  -  A. 

Enter  from  answer  to  Phase  I  preliminary  evaluation  question  number  2.2  or  2.4. 

10.  Annual  Cost: 

(a)  For  end  items — if  the  holding  cost  percent  (item  j)  is  used  enter  for 
each  project  year  only  the  total  annual  cost  obtained  as  the  product 
of  unit  cost  times  holding  cost  percent  times  number  of  items  to 

be  stored.  If  holding  cost  percent  is  not  used, separate  estimates 
for  each  cost  element  will  have  to  be  made  oased  on  the  Judgment  of 
the  submitting  consnand.  O&MA  Budget  Codes  72111. xxxx  (formerly  2220.  xxxx) 
may  be  used  as  reference  here.  If  holding  costs  do  not  apply  to 
certain  ammunition  items  so  state. 

(b)  For  IIE — Storage  and  maintenance  cost  elements  may  be  based  on  per 
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square  foot  factors  supplied  by  PEQUA.  Deterioration  and  losses, 
if  applicable,  may  be  estimated  as  a  percentage  of  acquisition  cost 
based  on  DISEC  or  command  experience.  Obsolescence  will  not  apply 
if  design  of  the  end  item(s)  to  be  produced  is  not  expected  to 
be  changed  over  the  time  period  of  the  analysis.  If  design  changes 
are  expected  to  affect  production  capability  of  package  some  allowance 
will  have  to  be  made  for  obsolescence.  HMA.  Budget  Codes  726011. 20C00 
through  728011.22000  may  be  used  as  reference  here.  Enter  costs 
for  each  project  year. 

11.  Total:  Sum  the  annual  costs  over  all  project  years  and  enter  the  sum 
at  the  bottom  of  the  column.  The  totals  of  holding  costs  for  end  items 
and  IFE  should  be  added  for  transfer  to  the  Summary  Cost  Sheet. 


Backup  Sheet  -  Reactivation  Costs  (Numbers  are  keyed  to  item  numbers  of  the  Format 


1.  Submitting  Army  Component:  The  major  subordinate  command  of  AMC 
responsible  for  the  analysis. 

2.  Date:  Enter  the  date  this  sheet  was  prepared. 

3.  Items  to  be  Produced:  The  FSN  and  nomenclature  of  all  end  items  end 
critical  components  thereof  for  which  the  production  capability  is  to  be 
retained. 

h.  Producer  Facilities  and  Location  of  Layaway:  Indicate  intended 
storage  locations(e),  if  known. 

5.  Project  Yean::  Identifies  the  year  in  which  reactivation  costs  will  be 
incurred.  It  will  be  the  end  of  the  last  year  of  the  time  period  for 
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Table  F2 


Present  Value  of  $1 
(Single  Amount  -  To  be  used  when 
cash-flows  accrue  in  different 
amounts  each  year). 

iOjt  Mid  IO56  Year 


Present  Value  of  $1 
(Cumulative  Uniform  Series  -  To  be 
used  when  cash-flows  accrue  in  the 
same  amount  each  year). 


Project 


Project 


10*  Mid 


10*  Year 


Appendix  G1 

SAMPIE  FOAM— AMD  FORM  lM6, 

INDUSTRIAL  READINESS  ASSURANCE  PROGRAM,  ITEM  ANALYSIS 
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Appendix  G2 

AMD  POFM  3M6~ REVISED  FOR  DJHJT 
TO  ECONOMIC  ANALYSIS 


INDUSTRIAL  READINESS  ASSURANCE  PROGRAM 


Appendix  H 

HEHACEMERT  FACTORS  FOR  INDUSTRIAL  PIAJT  EQUIMENT  (lE3) 
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11  March  1970 


REPLACEMENT  FACTORS 
for 

INDUSTRIAL  HAHT  EQUIPMENT  (IPE) 


Year  of  Acquisition 
1970 

1963/1969  -  - 
1966/1967  -  - 
1964/1965  -  - 
1960/1963  -  - 
1957/1959  -  - 
1955/1956  -  - 
1952/1954  -  - 
1949/1951  -  - 
1946/1948  -  - 
1941/1945  -  - 
1939/1940  -  - 
1938  &  Prior 


Replacement  Factor 
-  -  -  1.00 

- 1.06 

- 1.14 

-  -  -  1.24 
- 1.28 

-  -  -  1.39 
*  *  •  1.58 

-  -  -  1.81 

-  -  -  2.07 
- 2.53 

-  -  -  3.04 
-  -  «•  —  3,16 
•  -  -  -  3.70 


Source  -  Developed  by  FEQIIA  from  1957-59  based  Price  Indexes 
furnished  by  U.  S.  Bureau  of  Labor.  Beginning  vith 
January  1957,  the  indexes  incorporate  a  revised 
weighting  structure.  Replacement  factors  are  based 
on  final  priee  indexes  for  January  1970. 

MOTE:  1.  Acquisition  Cost  tines  Replacement  Factor  equals 

Replacement  Cost. 

2.  Replacement  Factors  are  based  on  metalworking 
equipment,  but  may  be  used  for  non-metalworking 
equipment  pending  availability  c-i'  other  data. 
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